UNI TED STATES O AMERI CA 77 FERC 61, 204
FEDERAL ENERGY REGULATORY COW SSI ON

Bef ore Conmi ssioners: Elizabeth Anne Mol er, Chair;
Vicky A Bailey, Janmes J. Hoecker,
WIlliamL. Massey, and Donald F. Santa, Jr.

Pacific Gas and El ectric Conpany, )
San Diego Gas & Electric Conpany and ) Docket Nos. EC96-19-000
Sout hern California Edi son Conpany ) and ER96-1663- 000

ORDER CONDI TI ONALLY AUTHORI ZI NG ESTABLI SHVENT OF AN
| NDEPENDENT SYSTEM OPERATCOR AND POAER EXCHANGE, CONDI Tl ONALLY
AUTHORI ZI NG TRANSFER OF FACI LI TI ES TO AN | NDEPENDENT
SYSTEM OPERATOR, AND PROVI DI NG GUI DANCE

(1 ssued Novenber 26, 1996)
l. I ntroducti on

On April 29, 1996, Pacific Gas and El ectric Conpany (PG&E)
San Diego Gas & Electric Conpany (SD&E), and Sout hern California
Edi son Conpany (SoCal Edison) (collectively, the Conpanies) filed
in Docket No. EC96-19-000 a Joint Application for Authorization
to Convey (perational Control of Designated Jurisdictional
Facilities to an Independent System (perator (1SO. Al so on that
date, the Conpanies filed in Docket No. ER96-1663-000 a Joi nt
Application for Authority to Sell Electric Energy at Market-Based
Rates Using a Power Exchange (PX). As discussed below, we wll
grant certain of the requested authorizations on a prelimnary
basis, with the conditions and nodifications detailed herein,
direct the Conpanies to file the Phase Il portion of their
restructuring proposal by March 31, 1997, and provi de gui dance to
t he Conpani es on the information the Conm ssion requires for the
Phase Il filing. The Comm ssion will not in this order address
t he Conpani es' narket power anal yses or their bidding and pricing
proposal s under the PX. The Comm ssion will defer consideration
of these issues until another order to be issued in the near
future.

1. Background

The April 29 filings were filed by the Conpani es at the
direction of the Public Wilities Comm ssion of the State of
California (California Comm ssion) to inplenent the first phase
of the California Commssion's and the California Legislature's
deci sions for restructuring the electric utility industry in
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California (Phase |I filings). 1/ The Conpanies state that
subsequent filings (Phase Il filings) will contain further detail
on the restructuring proposal, including changes needed to
reflect the Restructuring Legislation.

The Comm ssi on convened technical conferences on August 1,
1996 and Septenber 12-13, 1996. During the Septenber 12-13
techni cal conference, the Conpanies indicated that due to the
Restructuring Legislation, an anendnent to their Phase | filings
may be necessary. 2/

Concurrently with the PX filing, the Conpanies filed in
Docket No. EL96-48-000 a petition for a declaratory order
approvi ng the Conpani es' proposed classifications of their
facilities as Comm ssion-jurisdictional transmssion facilities
or state-jurisdictional local distribution facilities. By order
i ssued on Cctober 30, 1996, the Commi ssion granted the petition
with two mnor nodifications. 3/

Request ed Aut hori zati ons

In these proceedi ngs, the Conpani es request approval of
their overall franmework for establishing the |1 SO and PX. P&E
and SoCal Edi son request Conm ssion approval based on the
applications. Initially, SD&E stated that it supported the
great bul k of the applications but dissented on certain technical

1/ See California Comm ssion Decision D. 95-12-063 (Dec. 20,
1995), nodified by, D. 96-01-009 (Jan. 10, 1996) and D. 96-03-
22, 166 P.U R 4th 1 (California Conm ssion Decision);
Assenbly Bill 1890, signed by Governor WIson on Septenber
23, 1996 (Restructuring Legislation).

2/ On Septenber 20, 1996, the Comm ssion issued a Notice of
Revi sed Procedures, directing the Conpanies to file any
amendnents to their filings related to the Restructuring
Legi slation within 14 days after the Governor signs the
| egi slation. The notice also directed parties to these
proceedings to file conmments no later than 14 days after the
date of filing of any anmendnents. The notice al so provided
that comrents on the California Conm ssion's Suppl enent al
Conments woul d be due on the sanme date as comments on any
amendnents. Pacific Gas & El ectric Conpany, et al., 76 FERC

61,308 (1996). The Conpanies filed a Joint Statenent of

Applicants and Indicated Intervenors On I nplenentation of
California Legislation on Cctober 7, 1996.

3/ Pacific Gas and El ectric Conpany, San Diego Gas & El ectric
Conpany, and Sout hern California Edi son Conpany, 77 FERC
61, 077 (1996).
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aspects of the SO and PX. As discussed bel ow, SD&E
subsequently withdrew its di ssenting proposals.

The Conpani es assert that these authorizations are required
to draft and negotiate the bylaws of the |1SO and PX, the
contracts that will govern the rel ati onshi ps between the narket
participants and these new structures, the protocols by which the
ISOw |l operate the transm ssion systemand performcertain
di spatch functions and by which the PX will create the day-ahead
and hour-ahead auctions, and the tariffs for transm ssion
service. The Conpani es anticipate nmaking their Phase Il filing
for approval of these bylaws, contracts, protocols and tariffs in
early 1997.

The Conpani es seek aut horization to comrence | SO and PX
operations and to begi n market-based sal es through the PX
conmenci ng January 1, 1998. 4/ In support, of their market-
based rate request, the Conpani es have fil ed suppl enent al
i nformati on concerning market power issues.

California Electric Industry Restructuring

The California Comm ssion Decision sets forth its framework
for restructuring the electric power industry in California.
The California Comm ssion Decision requires, inter alia:

(1) the transfer of operating control over all of the
Conpani es' transm ssion assets to an | SO which w ||
operate those conbi ned assets as a single, state-w de
grid;

(2) the creation of a power exchange, described bel ow,
whi ch would facilitate the creation of a transparent,
visible spot market for electric generation;

(3) a phase-in of physical retail direct access to
conmence in 1998, whereby existing utility retai
custoners woul d be permtted to take generation supply
service fromother sellers;

(4) a mechanism (virtual direct access) for retai
custonmers to avail thenselves of the benefits of the
hourly spot market w thout engaging in physical direct
access;

(5) the determination that the Conpanies are entitled
to inpose a conpetition transition charge (CTC) to

4/ They state that if it is possible to begin PX operations at
an earlier date, they will submt a supplenental filing to
request an earlier effective date.
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recover stranded costs as a result of the shift to the
new nmar ket structure; 5/ and

(6) the treatnent of certain categories of generation
assets, labelled as "nust take" resources, which would
not be required to participate in the PX auction in
order to run, but would be scheduled with the | SO on a
"must take" basis. 6/

The Conpanies state that the California Comm ssion Decision
set forth broad criteria and objectives for the establishnent of
the PX. (1) the PXwill have no financial interest in any source
of generation; (2) the PXwill have no ownership ties to the |ISQO
(3) the PX will neet the needs of California custonmers wth | oads
not bei ng served under direct access contracts; (4) the PX will
function as a cl eari nghouse by conducting a transparent auction
with hourly price signals visible to all market participants; and
(5) the Conpanies initially will be required to bid a portion of
their generation into the PX and satisfy their need for electric
energy on behalf of their utility service custonmers with
pur chases through the PX

Recogni zing that the sale of electric energy for resale
through the PX will be subject to this Comm ssion's jurisdiction,
the California Conm ssion directed the Conpanies to work together
to devel op a proposal to inplenment the PX and to apply for this
Comm ssion's authorization to make narket-based whol esal e sal es
through the PX. 7/ The California Conm ssion ordered that the
PX be inpl enented by January 1, 1998.

The Conpani es state that the devel opnment of the PXis
condi ti oned on approval by the Comm ssion and i npl enentation of
the 1SOin a formsatisfactory to the Conpanies. They state that
the PX cannot function effectively without the | SO because the
PX bi dders will depend on the |SO for non-discrimnatory
transm ssion access, real-tine balancing of |oad and generation
resources, and mai ntenance of systemreliability. They describe

5/ The CTC would be primarily collected at the retail |evel and
woul d be non-bypassable. Al retail custoners as of
Decenber 20, 1995, woul d be responsible for paying these
charges, whether they remain utility service custoners,
el ect to becone direct-access custoners, or pursue other
opti ons.

6/ These resources are all pre-existing power purchase
contracts, qualifying facilities, hydro spill, and nucl ear
facilities.

7/ The Conpani es established a formal structure, the Wstern
Power Exchange (WEPEX), to inplenment the California
Conmi ssi on' s objecti ves.
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the PX as an auction, settlenent, and billing entity that has the
operational responsibilities of a scheduling coordi nator.

Overvi ew of the Proposed 1SO In Docket No. EC96-19-000

In Docket No. EC96-19-000, the Conpani es request
aut hori zation pursuant to section 203 of the Federal Power Act
(FPA) 8/ to transfer operational control (but not ownership) of
certain transmssion facilities to an 1SO  The Conpani es al so
request approval of the proposed governance and structure of the
I SO, the manner in which the 1SOw Il operate, and the
transm ssion access and pricing rules that will govern service
over the 1SOgrid, as set forth in the filing. 9/

Specifically, the Conpani es propose to transfer to the 1SO
facilities that are part of the integrated transm ssion network;
that are required by the SO to manage transm ssion congestion
effectively; and that are not local distribution
facilities. 10/ The Conpanies state that the facilities they
desi gnated as transmission in their Petition for a Declaratory
Order in Docket No. EL96-48-000 would neet this standard.

Wth the transfer of operational control, the 1SO will
assune responsibility for control area operations now bei ng
performed by the Conpanies, and will be obligated, at a m ni num
to neet Western Systens Coordinating Council's (WBCC), North
Anerican Electric Reliability Council's (NERC) and each conpany's
specific reliability requirenents and operating
guidelines. 11/ The ISO s control area will conprise, at a
m ni mrum of the three control areas now operated separately by
the Conpanies. The ISOw Il be responsible for second-to-second
bal anci ng of generation and | oad while ensuring the safe and
reliable operation of the transm ssion system To fulfill this
responsibility, the 1SOwll be required to performgrid
managenent under normal operating conditions and during system
emer genci es and to coordi nate equi pnent outages and nai nt enance.

8/ 16 U S.C. 824b (1994).

9/ Al though SDG&E initially dissented fromcertain el enents of
the 1SOfilings, as described in Appendix Gto the filing,
it subsequently filed a Notice of Wthdrawal of that
Appendi x and ot her itens, as discussed bel ow.

10/ Joint Application for Authorization to Convey Qperational
Control of Designated Jurisdictional Facilities to an
| ndependent System Qperator in Docket No. EC96-19-000 (ISO
Application) at 13-17.

11/ See 1SO Application at 44.
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The SO wi Il have exclusive authority to direct not only
transm ssion facilities, but all facilities that affect the
reliability of the transmssion grid. 12/ Under the
Conpani es' proposed framework, the Conpanies, and all ot her
transm ssion custoners, will be obligated to carry out orders
given by the ISOin order to maintain systemreliability. 1In
order to fulfill its obligations, the 1SOw Il continuously
nonitor and control the systemthrough Energy Managenent System
(EMB) conputers, tel ecomunications equi pnent, and System Contro
and Data Acquisition (SCADA) equipnment. The ISOw |l have the
ability to conmt and control the output of certain "reliability
nmust -run" generating units required for local reliability. 1In
addition, the 1SOw Il control the output of generation that is
to provide ancillary services or to redispatch to elimnate
congestion. Finally, the ISOw Il admnister a Transm ssion
System I nformation Network, or QASIS, that the Conpani es assert
will satisfy the Comm ssion s requirenents. 13/

The Conpani es state that the proposed transfer of
operational control of transm ssion facilities to the ISOis in
the public interest because it will ensure open, non-

di scrimnatory transm ssion access over the Conpanies

transm ssion systens to all narket participants; pronote the
efficient use and expansion of transm ssion facilities; ensure
reliable operation of the Conpanies' transm ssion systens; and
provi de a necessary elenment of the California Conmm ssion's
restructuring plan. 14/

The application provides that operational control of the ISO
wi Il enconpass the follow ng el enents:

* The 1SOw Il adm nister tariffs ensuring open and non-
discrimnatory access to the transmssion facilities
within its control (the 1SO grid);

* The 1SOw Il have sole authority to direct the
operation of all facilities in the 1SOgrid that affect
the reliability of the transm ssion system This
control will be in accordance with the NERC, WSCC and
transm ssion owner specific reliability criteria as
wel | as operating guidelines of the individua
transm ssion owners. The transm ssion owers will
carry out operating orders fromthe 1SOto performthe
physi cal operation of the system Simlarly,
generation equi prment required for reliability would be
subject to |1 SO operating orders, unless conpliance with

12/ 1d. at 45.
13/ 1d. at 47 and 62.
14/ |1d. at 8.
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such orders would inpair public health or safety or
woul d damage facilities;

* Except in energencies, the ISOw || approve
requests to renove transm ssion equi prment
fromservice and return facilities to service
bef ore the transm ssion owners may do so; and

* The 1SOw Il establish priorities and the order for
returning transm ssion and generation facilities to
service foll owi ng an energency.

The Conpani es propose to transfer the operational control of
the 1SOgrid facilities under contracts, tariffs and protocols to
be filed with the Comm ssion in Phase |1, subject to certain
conditions. 15/ The transfer would al so include the sale or
| ease of related dispatch control facilities to the ISO 16/

A The |1 SO Gover nance Structure

As proposed, the I SO would be a non-profit, public benefit
California corporation, subject to the Conm ssion's jurisdiction.
The Conpani es propose a broad based, flexible governance
structure. 17/ Specifically, the Conpani es propose to
establish an | SO Governi ng Board consisting of 15-18
nmenbers, 18/ selected fromthe follow ng five classes: 19/

15/ These conditions relate to the assurances the Conpani es
receive that they will fully recover their transition costs
and that they receive all regulatory approval s necessary to
i mpl enent the California Conmmssion's restructuring orders.
Moreover, after the expiration of these tariffs and
contracts, the facilities would revert to the Conpani es,
subj ect to regul atory approval .

16/ The specific facilities have not yet been fully identified,
and their transfer would be subject to the California
Conmi ssion's approval, and this Comm ssion's approval to the
extent that the facilities are Comm ssion-jurisdictional,
accordi ng to the Conpani es.

17/ See 1SO Application at 17-20.

18/ The nunber depends in part on the nunber of transm ssion
owners agreeing to provide operational control of their
facilities to the I1SQO

19/ See 1SO Application at 20-28.
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| QU Transm ssion Omers (3-4 nenbers);

Gover nrrent al / Muni ci pal (3-4 nenbers);

Sellers (3 nenbers);

Enduser s (4 menbers); and

Non- St akehol ders/ Public (2-3 nenbers limted to two
staggered terns each). 20/

Each class would elect its own Governing Board nenbers,
whi ch woul d serve three-year ternms. As proposed, narket
participants may not participate in nore than one class and al
Coverni ng Board nenbers nay vote individually without regard to
class. The Conpani es assert that their proposal reflects two
overriding principles: (1) no one class should be able to bl ock
or veto an action; and (2) no two cl asses should be able to vote
together to forma sufficient majority to nmake deci sions. Thus,
no particular interest would be dom nant, according to the
Conpanies. The filing indicates that the Governi ng Board woul d
be required to file with the Comm ssion after the first three
years of |SO operation, and every five years thereafter, a
proposal recomendi ng any necessary nodifications to the class
structure.

The Conpani es propose that two-thirds of the Governing
Board nenbers would forma quorum and nost actions would require
a two-thirds vote of the quorum present. Sone significant votes
such as dissolution or renoval of a Board nenber would require an
80% majority vote. The filing indicates that the bylaws wil |
i ncl ude sone open neeting requirenents. 21/

The | SO Governi ng Board woul d be responsible for major |SO
deci sions. For exanple, the Governing Board woul d revi ew and
establish policies to assure the independent operation of the |ISO
and conpliance with all requirenments for reliable and economc
operation of the 1SOgrid. Board actions would include
det erm ni ng whet her or when to apply to the Conm ssion for
changes in ternms and conditions of the 1SOs tariff or structural
changes to the SO enforcing and inplenmenting changes to | SO
procedures, contracts, and agreenents; determ ning and resol ving
reliability issues related to the 1SOgrid; interpreting
standards for market participation; and determ ning staff needs
to performI| SO functions. The Governing Board woul d not perform
daily 1SO functions. 1In addition to the Audit and Arbitration
Comm ttees described bel ow, the Governing Board woul d have t he
authority to establish subordi nate advisory conmttees. 22/

20/ As discussed bel ow, the Restructuring Legislation provides
for a slightly different board conposition.

21/ 1d. at 28-29.

22/ 1d. at 29-30.
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The 1 SO woul d have an Audit Conm ttee, which would direct
and review audits and reports, provide analysis and advice to the
Coverning Board, help the Chief Executive Oficer (CEO prepare
t he annual budget and ot her financial docunents, and oversee
conflict of interest standards in the |ISO byl aws.

The 1 SO woul d al so have an Arbitration Commttee, which
woul d performthe Governing Board' s dispute resolution function.
More specifically, the 1SOwould utilize alternative dispute
resolution (ADR) procedures, with rights to appeal to the
Conmi ssi on regardi ng | SO Board deci sions. Were a dispute
bet ween a market participant and the |1SO staff arises, the
Arbitration Commttee would screen the dispute, subject to the
mar ket participants' agreenment, to determ ne whether it may be
resol ved by CGoverning Board action wi thout proceeding to other
procedural steps. 23/

As detailed in Section 5.2.3 and Appendi x B of the 1SO
Application, 24/ the 1SO ADR process woul d invol ve four
primary steps and specified tine limts:

1. i nformal resol ution;

2. medi ati on/facilitation;

3 arbitration by an arbitrator selected froma I|ist
mai ntai ned by the Arbitration Commttee, using a
"basebal | " type arbitration (all disputants submt
their best offer and the arbitrator chooses one offer
wi t hout crafting conprom ses); and

4. conpl i ance or appeal to the Comm ssion. 25/

The Conpani es describe this process as simlar to that
utilized by the Western Regi onal Transm ssi on Associ ati on (WRTA)

The 1SO s CEO woul d be hired by the Governing Board, would
oversee the 1SO s responsibilities on a real time basis, would
manage the |1 SO, woul d provide operating instructions in
emer genci es, and woul d i npl ement m nor changes to | SO procedures.

23/ 1d. at 31-32.
24/ 1d. at 35 and Appendi x B.

25/ Appeals to the Comm ssion would be limted to grounds that
the arbitration award is either (1) unjust, unreasonable
unduly discrimnatory or preferential; or (2) contrary to or
beyond the scope of the | SO bylaws or a specific
i mpl enenting contract. Moreover, the Comm ssion woul d defer
to the arbitrator's findings of fact.
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Moreover, the bylaws will specify conditions under which
Coverning Board matters nay be delegated to the CEQ 26/

The 1 SO woul d be authorized to hire staff and contractors to
carry out the day to day functions of the 1SO The Conpanies
indicate that the 1SO bylaws will provide for the | SO Governing
Board to devel op and adopt by the date | SO operati ons conmence, a
long term | SO staffing plan which provides for staff
i ndependence, continuity of dispatch, and cost effectiveness of
operations. Prior to the commencenent of | SO operations, there
is likely to be a transition period during which transm ssion
owner staff will have to be hired by the 1SOto ensure continuity
of di spatch operations experience and availability of specialized
expertise. However the | SO byl aws woul d require the Governing
Board to adopt standards for the use of transm ssion owner
enpl oyees during this transition period to ensure that such staff
are limted to transition functions and to naintain the
i ndependence of the 1SQ 27/

As proposed, the bylaws al so woul d establish conflict of
i nterest standards for CGoverning Board nmenbers, staff and
consultants. Staff and consultants woul d have to be i ndependent
of the interests and outcone of the conpetitive electricity
mar ket. 28/

The filing also provides that initial capitalization of the
| SO woul d be needed to rei nburse devel opment costs and to acquire
and | ease assets to run the 1SO Until the 1SOis approved, the
Conpanies plan to file with the California Comm ssion to recover
devel opnent costs fromtheir custonmers. The funds woul d be
transferred to a trust. Once the 1SOis approved, it will seek
external financing to reinburse these costs, and will recover the
costs through an adm nistrative charge to 1SOgrid users, to the
extent allowed under existing contracts. 29/

The 1SO s relationship with other nmarket entities would be
est abl i shed based on "1SQ PX | npl ementi ng Agreenents" consi sting
of the FERGC-approved tariff for |SO operation, the rules,
protocol s and procedures the | SO adopts, agreenents between the
| SO and ot her nmarket participants. The Conpanies state their
intention to standardi ze, to the extent possible, agreenents
bet ween the |1 SO and market participants. The ISOw || operate
its own control area. It wll therefore naintain the same type

26/ See |1SO Application at 30-31.
27/ 1d. at 32-34.

28/ 1d. at 34.
29/ 1d. at 34-35.
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of relationship that the Conpanies currently have with other
control areas in the WSCC. 30/

B. | SO Qper ati onal Franewor k

The Conpanies identify five basic functional categories
applicable to the SO s function as a system operator: 31/

1. Schedul i ng

The Conpani es propose that the SO w |l establish scheduling
protocols which will define the daily tinmetable for submtting
schedul es and related information to the 1SO for a day-ahead and
hour - ahead market, and for coordinating a real-tine bal anci ng
market. 32/ The 1SO also will establish protocols to certify
"schedul i ng coordi nators” who nmay submt schedules to the |ISQO
The PX woul d be a scheduling coordinator. Scheduling
coordi nators woul d have to operate on a 24-hour basis, and woul d
submt to the |1 SO schedules for all parties they represent.
Subject to the certification criteria, any customer nmay be its
own schedul i ng coordi nator. Scheduling coordi nators al so nust
forward and respond to SO instructions to revise generation and
| oad schedules to maintain grid reliability; and nust inplenent
any settlenent process with the |oads and generators that it
represents and with other scheduling coordinators with which it
i nteracts.

2. Control Area Qperations

As the control area operator, the ISOw || be responsible
for ensuring reliability and safety of the entire SO grid and
bal anci ng | oads with generation, consistent with NERC, WSCC, and
each Conpany's specific reliability requirenents and operating
guidelines. The filing indicates the following related duties:
manage the grid during normal operating conditions, coordinate
transm ssion facility outages and returns to service, nanage

30/ Id. at 35-36.
31/ I1d. at 37-41.
32/ See Appendix C of the I1SOfiling.
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system energenci es, arrange for ancillary services, 33/ and
manage over-generati on conditions. 34/

3. Settlements and Billing

The Conpani es propose that the SO w |l handl e settl enent
with and billing of scheduling coordinators for ancillary
services, energy inbal ances caused by schedul i ng devi ati ons,
transm ssi on congestion, and adm ni strative costs, including
devel opnent costs. Schedules submtted to the 1SOw Il be the
basis for the settlenment process with scheduling coordi nators.

4. Transm ssion System I nformati on and Comuni cati ons

The Conpani es propose that the ISOw |l establish and run a
transm ssion systeminformation network (QASIS) which be the
central source of communications related to the transm ssion
system including operating instructions.

5. Transm ssion Access and Pricing
(a) Transm ssion Access Charge

A proposed transm ssion access charge woul d be applied to
parties that wi thdraw power fromthe 1SO grid, and woul d recover
t he revenue requirement associated with the facilities that the
transm ssion owners transfer to the SO 35/ As proposed, the
transm ssion access charge would be a rolled-in rate determ ned
for each service area. To inplenent this proposal, each
transm ssion owner participating in the 1SOwould file with the
Conmi ssi on an access charge that would apply to the custoners
located in its service territory. Thus, the access charge for a
particul ar transaction would be based on the traditional service
area in which the customer withdraws power fromthe |1SO grid.

33/ The 1SOw Il obtain ancillary service through an auction in
t he day ahead market and in the hour ahead market if
necessary. Market participants may self provide or acquire
ancil l ary servi ces.

34/ An over-generation condition occurs when the conbi ned out put
of resources defined by the California Conm ssion as "nust-
take resources (QFs, nuclear, and preexisting power purchase
contracts with mnimumtake requirenents), coupled with
reliability must-run and hydro spill generation, exceed the
total systemload. (See Appendix C of the 1SOfiling.) The
Conpani es characterize over-generation as a transitional
phenonenon because the nunber of nust-take resources wll
decl i ne over tine.

35/ See |SO Application at 75.
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This means that custoners would pay a single transm ssion access
charge, but it may differ depending on the place where the power
is withdrawn. For exanple, a custoner w thdrawi ng power in the
traditional PGEE service area would pay a single transm ssion
access charge based only on the revenue requirenent of facilities
that P&E transfers to the 1SO  The custoner would not have to
pay additional transm ssion access charges for the use of the | SO
grid. 36/

However, the filing proposes a slightly different
nmet hodol ogy for so-called "dependent" transm ssion owners, that
are not "self-sufficient."” 37/ Dependent transm ssion owners
woul d be charged a transm ssion access fee which would include a
portion of the access charge of the transm ssion owner they
depend on. The Conpanies state that the nethod for cal cul ating
t he access charge for dependent transm ssion owners is still
bei ng devel oped. 38/

Entities wheeling power through or out of the 1SO grid would
pay the transm ssion access fee of the transm ssion owner | ocated
where the power |eaves the 1SO grid. 39/ The Conpanies
suggest that where two or nore transm ssion owners own the
facilities at the exit point, the charge could be the wei ghted
average access charge of all transm ssion owners of the exit
point. Parties wheeling power into the ISOgrid and selling to
either a direct access customer purchasing transm ssion service,
a transm ssi on owner, or a whol esal e custoner pooling
transm ssion through the ISO would not pay a transm ssion access
fee. That charge would be paid instead by the power purchaser
Al'l wheeling revenues would be treated as revenue credits to the
transm ssion owners that are paid the access charge.

36/ 1d. at 76-79.

37/ A "self-sufficient"” transm ssion owner is one for which the
sum of the dependabl e generation within its service area
(regardl ess of ownership) and the firminport
i nterconnection (including transm ssion rights) to the
transm ssion owner's service area is greater than or equa
to the peak |oad for the transm ssion owner's service area
pl us m ni mum WSCC operating reserves. See | SO Application
section 5.4.2.1.5, at 81-82.

38/ Id. at 78.
39/ 1d. at 79-80.
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The Conpani es state that the proposed pricing structure is
designed to recover the utilities' transm ssion revenue
requi rement, pronote the economcally efficient use and expansi on
of the transm ssion grid, avoid cost-shifting fromone utility to
anot her, and avoid the possibility of stranding transm ssion
revenues between regulatory jurisdictions. The Conpanies |ist
princi ples and goal s underlying this approach: 40/ (1)
provi di ng conparable prices for simlarly situated 1SOgrid
custoners; (2) mnimzing cost and benefits shifts between and
anmong the transm ssion owners and their custoners; (3) allow ng
the transm ssion owners an opportunity to recover all portions of
their revenue requirenments; (4) avoiding pancaked rates; (5)
provi di ng seam ess access and rates for custoners, regardl ess of
whet her they choose utility service, physical direct access, or
whol esal e transm ssion service; and (6) ensuring that the
custoners of transm ssion owners pooling their transm ssion
facilities continue to receive the benefits of transm ssion
i nvestments nade on their behalf and continue to bear the rel ated
costs.

Each transm ssion owner would bill and collect the access
charge fromthe retail customers in its respective service area.
The | SO woul d be responsible for collecting the wheeling service
access charges fromwheeling parties. 41/

The Conpanies state that they will devel op a transm ssion
revenue requirenment for the facilities the Conmm ssion authorizes
for transfer to the SO s operational control and will request
approval for that revenue requirenment in the Phase |
filing. 42/ Specifically, each transm ssion owner
participating in the 1SOwuld file with the Conm ssion and
support its own revenue requirenent and access charge for its
transm ssion facilities transferred to the 1SOs control. 43/

40/ 1d. at 76-77.
41/ 1d. at 82-83.
42/ 1d. at 81.

43/ This woul d include &\ capital and overhead costs, as wel
as a forecast of the usage of the transm ssion owner's
facilities transferred to the 1SO s control for the
applicable tine period, the billing determ nants, rate of
return, and supporting material. The Conpani es request that
t he Conmi ssion work together with the California Conm ssion
to devel op common cost of service principles for
transm ssion that would be as close as possible to a
Cal i fornia Comm ssion cost-of-service calculation for
transm ssion, in order to avoid strandi ng revenues between

(continued...)
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The Conpani es propose to establish transm ssion revenue
bal anci ng accounts to track each transm ssion owner's revenue
requirement, "at least for the initial stages of |ISO
i mpl enentation.” The Conpanies state that it is difficult to
accurately project the levels of transm ssion service to be
provi ded, and they anticipate significant differentials between
approved and actual revenues. The bal anci ng accounts woul d, for
each transm ssi on owner, match the Conmm ssion approved cost of
transm ssion with the actual revenue intended to neet those
targets, and would accrue interest. The accunul ated over- or
under-col | ections would be anortized over the next succeedi ng
rate period for each transm ssion owner. 44/

The Conpani es state that the proposed bal anci ng accounts
would elimnate the need to rely on ex-post cal cul ati ons of
revenue allocations to transm ssion users, protect transm ssion
owners fromshortfalls or windfalls, result in conparabl e cost
responsi bility between transm ssion owners and transm ssion
users, and do not shift to transm ssion owners the risks
associ ated with a new market structure.

(b) Proposed Usage Charges

The Conpani es propose a congesti on nanagenent pricing system
that utilizes locational, marginal cost pricing. 45/
According to the Conpani es, congestion costs would ari se whenever
there is insufficient transm ssion capacity for the 1SOto
i mpl enent all requested schedules. 1In order to neet denand,
alternative, higher priced generation nust be di spatched. Under
t he proposal, the 1 SO woul d charge schedul i ng coordi nators usage
charges for transm ssion schedul ed across congested zone
interfaces to recover these higher generation costs. Congestion
costs that arise within a zone would be collected through a "grid
i ntegration charge" fromusers within that zone on an average
basi s.

The Conpani es argue that the proposed usage charge woul d
send appropriate price signals for the siting of generation, by
providing a financial incentive to | ocate new generation on the
i mport side of a congested zone interface. In addition, the

43/ (... conti nued)
jurisdictions, to ensure that costs not get shifted anmong
transm ssi on owner custoner classes, and to ensure that
there are no free riders of the transm ssion system See
| SO Application at 82-83.

44/ 1d. at 83-84.
45/ 1d. at 89-90.
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Conpani es point out that the use of |ocational marginal cost
pricing will pronote efficient expansion of the 1SO grid. 46/

The Conpani es define a zone as a portion of the SO grid
wi t hi n which congestion is expected to be mnimal and to occur
i nfrequently under normal operating conditions. Interfaces
bet ween zones are defined by facilities for which demand may
of ten exceed path or network ratings. 47/

The Conpani es propose four congestion zones based on
hi storical transm ssion congestion data. 48/ Three of these
zones are located in northern California wthin the PGE service
area (one zone consisting of San Francisco); the fourth zone
woul d consi st of the southern portion of the PGE service area
and all of southern California, including the entire SoCal Edi son
and SDG&E servi ce areas.

The | SO woul d nmonitor the congestion costs and woul d propose
additions or deletions of zones. 49/ The |SO woul d be
aut hori zed to propose a new zone only where congestion costs are
significant enough to allocate the costs to particular users and
where the price differences woul d send useful price signals.
Specifically, the I SO woul d propose a new zone if the | evel of
congestion across a path within an existing zone exceeds a
speci fied threshold over a twelve-nonth period. 50/ The new
zone woul d be effective in 90 days.

There are three proposed exceptions to the twel ve-nonth
period: First, the 1SO wuld be permtted to change zones after
the first six nonths of operation if the threshold is exceeded by
ten percent. Second, if a planned addition of a generator or
| oad woul d create congestion that could change the zones, the | SO
may shorten the one-year period. Third, the 1SO may elimnate a
zone if a planned transm ssion project would elimnate congestion
bet ween exi sting zones. The |1SO al so may change the criteria for

46/ 1d.

47/ 1d. at 90-91.

48/ See Appendi x F of the |1SO Application.
49/ See |SO Application at 91-93.

50/ This determ nation would be based on nunerical criteria.
Specifically, the cost of congestion on the path in question
duri ng nornmal operating periods nust over the course of one
year be nonetarily equivalent to five percent of the product
of the transm ssion owner's access charge tinmes the capacity
of the rated path. 1d.
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establ i shing or revising zone boundaries, subject to Conmm ssion
approval . 51/

The proposed congestion usage charge woul d be based on the
congesti on cost between two zones, or "inter-zonal" congestion
costs, defined as the difference in marginal or market clearing
prices for electric energy in the two zones. 52/ As proposed,

t he usage charges would be billed to the schedul i ng coordi nators
that schedul ed transactions over the congested interface. To the
extent that the PX, itself a scheduling coordi nator, schedul es
transactions over congested interfaces, it would recover these
usage costs as part of the nmarket clearing price paid by PX
buyers in the higher priced zone. To the extent that the
congestion is caused by wheeling transactions, the usage charge
woul d be billed to the scheduling coordi nator for the wheeling
party. To the extent such flows are attributable to the
Conpani es' nust-take resources, the usage charge woul d be passed
on to the entities purchasing energy fromthe nust-take
resources. Thus, usage charges woul d not be charged to

i ndi vi dual generat ors.

The Conpani es propose to use congestion revenues to of fset
t he revenue requirenment of the transm ssion systemon which the
congestion occurred. (If nore than one transm ssion owner owns
the congested facilities, the revenues would be allocated on the
basi s of ownership.) Transm ssion owners would then allocate a
share of these revenues to existing holders of firmcontractua
transm ssion rights over those interfaces, if those rights have
been pl aced under the control of the 1SO Moreover, if a
transm ssi on owner pays a usage charge for the benefit of
exi sting contract holders, it would be reinbursed by the | SO out
of the SO s total congestion revenue.

I ntra-zonal congestion costs would be handl ed separately
fromthe inter-zonal congestion discussed above. The intra-zona
congestion costs would be determned as foll ows: Cenerators not
redi spat ched due to congestion would be paid the market clearing
price, adjusted for |osses. Scheduling coordinators for
generators redi spatched upward by the |1 SO would be paid for the
increnental output by the 1SO at their bid price. Scheduling
coordi nators for generators redi spatched dowward w || buy
repl acement energy at the | ower of the redi spatch generators
decrenental bid price or the | SO determ ned zone price. 53/

51/ Id. at 93.
52/ 1d. at 93-96.
53/ I1d. at 96-98.
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The | SO woul d then aggregate these costs and woul d pass them
on to scheduling coordinators and their customers through a grid
operations charge to be paid in proportion to their custoners
| oads within that zone.

(c) Transm ssion Congestion Contracts (TCCs)

The Conpani es suggest that, if there is a demand for
Transm ssi on Congestion Contracts (TCCs), they may be a way to
provide grid users the equivalent of a fixed price transm ssion
service contract fromthe ISO over tinme. 54/ These coul d be
defi ned and adm ni stered by the | SO and/ or devel oped as a
financial instrunment separate fromthe |ISO  These woul d be
purely financial instruments, tradable in the secondary
mar ket pl ace, with no effect on the | SO s physical operation of
the transm ssion system The proposed OASIS would facilitate TCC
t radi ng.

According to the Conpanies, TCCs would serve to elimnate
the uncertainty inherent in the proposed usage charges. The
purchaser of a TCC would pay a |lunp sum and woul d then be
entitled to the congestion revenues to of fset usage charges on a
congested path at a particular zone interface. However, the
Conpani es do not propose to inplement TCCs in this form
initially. Instead, they propose that the | SO woul d rebate
congestion revenues back to the owners of the transm ssion
facilities that are congested. The transm ssion owners woul d use
the rebates as credits to their revenue requirenents and thereby
reduce their respective access charges. The Conpanies state that
the custoners who are responsible for the transm ssion revenue
requirements are deened to be entitled to congestion revenues.
The Conpani es' proposal does not describe the specific nmethod by
whi ch i ndi vi dual custoners woul d receive the benefits of the
rebates. 55/

The Conpani es propose to phase-in TCCs to the extent they
may be needed by direct-access custoners that are to be phased in
over a five-year period. However, the Conpani es point out that
the 1SO s sales of TCCs to direct-access custoners shoul d be at
full market value, so as not to disadvantage the transm ssion
custoners that initially hold these rights. 56/

54/ 1d. at 102-106.

55/ As discussed later in this order, the filing appears to
contain inconsistencies and anmbiguities with respect to this
i ssue.

56/ The Conpani es provide no further details regarding this
pr oposal .
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The |1 SO woul d of fer TCCs for the proposed zone interface if
ot her mar ket nechani sns do not provide them if there is
sufficient demand, and if the 1SO receives regul atory approval s
for the mechanismto sell TCCs for fair market value. The |ISO
woul d offer new TCCs for any new zones it defines. As nentioned
above, TCCs woul d be purchased for a |unmp sum paynent. |n turn,
the 1SO woul d pay this amount to the transm ssion owner which
woul d credit the paynent against the access fee for the
transm ssion systemin which the inter-zonal interface is
| ocated. The Conpanies state that the 1SO would sell TCCs to
grid users until independent nmarkets develop to neet the demand
for such instrunents.

TCCs woul d al so be offered for new facilities that becone
part of the 1SOgrid. 1In this case, the TCCs would be all ocated
to the parties paying the costs of the facilities. In that way,
they woul d benefit fromtheir investnent in the new facilities by
avoi di ng future congestion costs and woul d recei ve the equival ent
of firmrights to the facilities.

(d) Treatnment of Transm ssion Losses

The Conpani es propose to allocate transm ssion | osses on the
SO grid to scheduling coordinators in proportion to the marginal
i mpacts on the transm ssion system caused by different
generators. 57/ First, the ISOw |l assess total transm ssion
| osses to be allocated anong all generators. Then, for each
generator, it will determne a |location-specific nmarginal |oss
factor based on the margi nal inpact of each generators' output on
total systemtransm ssion |osses. The ISOw Il then scal e these
| oss factors so that the sumof all loss factors equals the
systemtotal |osses.

Schedul i ng coordinators woul d then schedul e sufficient
energy to neet the resulting scaled nmargi nal |osses for each
generator it represents. Scheduling coordinators may either:

(1) provide in-kind | oss repaynent, by scheduling generator

out put equal to load plus estinmated | osses using each generator's
scal ed | oss factor; (2) purchase such energy from ot her
schedul i ng coordi nators and schedul e the anounts with their

out put schedul es; or (3) schedul e output including | osses and
purchase the |l osses fromthe 1SO at its real-tine bal anci ng

pri ce.

The Conpani es assert that this | oss determ nation
nmet hodol ogy woul d send mar gi nal cost-based signals and woul d
ensure no over-collection of revenues associated with | osses.
The 1SOw Il also provide loss cluster information within zones
to provide additional price signals.

57/ 1d. at 100-102.
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(e) Transm ssion Expansion

The Conpani es' proposed transm ssi on expansi on rul es vest
the owner of the transm ssion systemto be expanded, rather than
the 1SO with the ultimate obligation to build; and they provide
di fferent procedures for transm ssion expansion driven by
econonm cs as opposed to reliability concerns. 58/

The Conpani es assert that decisions to expand for econom c
reasons should be driven by the marketplace. The proposed usage
charges woul d send price signals. Parties would be willing to
pay to expand t he system when congestion costs exceed expansi on
costs to renove a constraint. The Conpani es propose to assign
the costs of such expansion projects to the parties that benefit.

Where the market cannot produce backing for a beneficial
project, 60/ the Conpani es have proposed a backstop procedure
wher eby an i ndependent deci si on-maki ng body woul d determ ne the
need for an expansion project. 61/ The process would be
either through a regional transm ssion group (RTG, such as WRTA,
or the ISO

The Conpanies state that reliability-driven projects would
remain the responsibility of the transm ssion owners, who woul d
ensure that such expansions neet grid requirenments consistent
with applicable reliability criteria. The costs of such projects
woul d be rolled-in to the transm ssion owner's revenue
requirement.

The Conpani es note that transm ssion owners would remain
subject to section 211 of the FPA, but that the proposed
transm ssi on expansi on procedures and the | SO s open access
requi rements woul d nake section 211 proceedi ngs
unnecessary. 62/ The Conpanies state their expectation that
t he Conm ssion woul d redirect proponents of section 211 filings
to the procedures that will be contained in the 1SOtariff.

58/ Id. at 109.

59/ Id. at 110.

60/ For exanple, sonme parties may refuse to participate in order
to receive for free the benefits of a systemexpansion. O,
the benefits of a particular expansion project may be mndely
spread, making it inpractical to require joint sponsorship.

61/ See |SO Application at 111.

62/ I1d. at 115.
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The Conpanies identify six inplenentation steps: 63/

Need Determ nation. Anyone other than the | SO nay becone a
proj ect sponsor advocating a project. The sponsor would either
conmt to pay in full for a market-driven project or would
present it to the backstop deci sion-naking body. Transm ssion
owners would identify the need for reliability-driven projects.

Facilities Determnation. Transm ssion owners woul d
determ ne the design of facilities to be constructed on their
systens, pursuant to applicable criteria and consistent with the
WRTA Agreenent, unless the facilities are for an interconnection
bet ween el ectric systens, which may be desi gned and constructed
by anyone.

Qperational Review. The 1SO would review all facil
that are to be connected to the grid for operating flexi
and integration with the grid.

itie
bili y

State Approval and RTG Coordi nation. Public utilities mnust
obtain a certificate of public conveni ence and necessity fromthe
California Conm ssion. Also, project sponsors must ensure that
WRTA nenbers' expansi ons above 100 kV are coordi nated through the
RTG s regi onal planning process.

Goligation to Build. Transm ssion owers will retain the
obligation to build any expansions to their transm ssion systens
neeting these criteria, subject to obtaining necessary approval s
and property rights.

Cost Recovery. Recovery of expansion costs woul d be subject
to the Conm ssion's approval. The Conpani es request that the
Comm ssion afford deference to the California Conm ssion's
certificate process, as well as the decisions of the | SO and RTG
regardi ng the need for expansion facilities, to ensure that the
costs associated with such projects are recoverable in rates.

(f) Transm ssion Access

Under the Conpani es' proposal, the | SO woul d af ford open
non-di scrimnatory access to the facilities under its
control. 64/ Al nmarket participants would receive the sane
treatment. Were transm ssion is congested the |1 SO would foll ow
est abl i shed procedures to allocate capacity to its highest val ued
use (whil e observing nust-take requirenents and existing
transm ssion service contracts.) These procedures include

63/ Id. at 112-14.
64/ 1d. at 66-69.
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publ i shing information regardi ng | ocati ons of systemconstraints,
and application of the usage charges discussed above.

Specifically, the ISOw || receive day-ahead schedul es for
the PX and for other scheduling coordinators. Based on the
scheduling information and the bid prices subnmtted by the PX and
the price bids that other scheduling coordinators nay choose to
submt, the ISOw |l determ ne the expected costs to use
congested paths. The 1SOw Il then provide advisory information
regardi ng congestion costs and an advi sory redi spatch, to all ow
the participants to adjust their schedul es. The scheduling
coordi nators woul d then submt revised schedul es. Were
congestion remains, the | SO would then adjust schedul es, based on
the submtted cost information, to ensure the nost efficient grid
usage within operating limts. Scheduling coordinators would be
able to adjust their schedules again in the hour-ahead scheduling
period. The |SO would then eval uate the hour-ahead schedul es
usi ng the same procedures. However, under energency conditions,
the 1SO may take actions it deens necessary to nmaintain the
stability and reliability of the system regardl ess of econom cs,
until the energency is brought under control.

The Conpani es al so may provide jurisdictional service to
whol esal e custoners over facilities that are not within the SO s
control. PG&E and SoCal Edison state they will file open access
tariffs with the Comm ssion, to be effective concurrent with the
conmencenent of |SO operations, to address these transacti ons.
SD&E does not currently serve whol esal e custoners with
facilities that will not be under |1SO control. 65/
Furthernore, the Conpanies state that they will also file with
the California Conm ssion an open-access retail | ocal
distribution tariff, to ensure service to direct access retai
cust oners.

C. Retail Direct Access

To inplenment the California Commission's retail direct
access program the Conpani es propose the follow ng
conditions: 66/

1. the retail customer nust have paid its share of transition
costs, even if the custoner is served directly from| SO
facilities;

2. retail direct access will be phased-in over five years;

3. California publicly-owned electric utilities nust afford
reci procal direct access to their retail custoners in order

65/ 1d. at 69-70.
66/ I1d. at 71-73.
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to be allowed direct access to retail customers in the
Conpani es' service areas; and

4. participating utilities and third parties nmust conply with
California' s retail direct access eligibility or 1SO access
will be denied. (Thus, the ISOw Il enforce the retail
access reciprocity provision).

The Conpani es state that the | SO nust enforce the
reciprocity provision in order to conply with the California
Comm ssion's rules. In addition, the Conpanies reserve the right
to pursue reciprocal direct access opportunities outside of
Cal i forni a.

Overvi ew of the Proposed PX in Docket No. ER96-1663- 000

The Conpanies state that the PX will establish a conpetitive
spot market for electric power through a day-ahead and hour-ahead
auction of generation and dermand bi ds using transparent rul es and
protocols. This auction will bring together buyers and sellers
who have not arranged all of their needs through bil ateral
contracts. The auction will also allowthe PX to reveal day-
ahead and hour-ahead narket-clearing prices in coordination with
the 1SO 67/ According to the Conpani es, the day-ahead narket
is needed to accommodate the lead tines required for start-up of
fossil plants to neet load reliably, and the hour-ahead narket
provides flexibility to account for changed circunstances.
Conmtrents will be treated as forward sal es and purchases. They
state that, "[a]t tines, the PXwill need to iterate with the | SO
to ensure that transm ssion constraints are not violated and
over-generation conditions do not exist."

Day- ahead denmand bi ds, and any associated price limts, wll
be submtted to the PX from buyers on behalf of their end-use
custoners or by end-use custoners thenselves. Al generators
wi shing to supply energy may bid, including basel oad,
internediate |load, cycling units, and intermttent energy
producers such as solar and wind units. GCeneration and denand
bids will be binding on the bidders when they are submtted to
the PX, although the generation and demand schedul es are subj ect
to adjustnent by the 1SOfor reliability and congestion
managenent purposes. The PX will conduct a day-ahead auction of
bids fromgenerators to serve the denmand bids at or bel ow the
bi d-in demand pri ce.

67/ The Conpanies state that, pursuant to the California
Deci sion, the Conpanies will be paid a narket-clearing price
for generation, which may or may not be sufficient to cover
the costs currently recovered through California Conm ssion
ratemaki ng. They state that any under-recovery shoul d be
treated in the CIC mechani sm
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The PX will rank and eval uate generation bids in merit
order, based on both price and operational capabilities, and wll
then submt its preferred, bal anced day-ahead schedul es of
generation, |oad, and associated transm ssion |osses to the |SQO
The PX s schedules will include generation, the Conpanies' | oads
bid into the PX and which are not served by other neans, together
with demand bids submtted from ot her buyers, including but not
limted to, municipal utilities, other scheduling coordinators,
and utilities outside the ISOs control area. The PX s preferred
schedules will also include reserve and regulation ancillary
services sufficient to neet the PX s pro rata share of the
requirements for the ISOs control area. The PXwll bid both to
supply ancillary services to, and to buy its full ancillary
services requirenments from the 1SO 68/

Prior to the PX s subm ssion of its preferred schedule, the
PXw Il participate in the | SO s nanagenent of over-generation
conditions. The 1SOw |l also receive bal anced schedul es from
non- PX schedul i ng coordi nators and will perform anal yses to
determine if transm ssion congestion will occur as a result of
t he conbi ned schedul es of the PX and ot her scheduling
coordinators, and to arrange for required ancillary services.

The schedul ing coordinators will have an opportunity to adjust
their schedules to account for transm ssion congestion. Upon
final acceptance of all schedules by the 1SO the PXw Il notify

the PX generators and buyers of the accepted generation and | oad
schedul es. These accepted schedules will becone the day-ahead
generation and | oad schedules and will be the basis on which the
PX reveal s the day-ahead narket-clearing price in each zone and
the correspondi ng price at each generator |ocation in each zone.

68/ Under the proposal, the ancillary services offered by PX
generators will be offered to the | SO at market-clearing
prices, consistent with the PX s other nmarket-clearing price
det er m nati ons.

SD&E originally dissented fromthe proposal with respect to
price determnation by the PX. SD&E woul d have the PX
publish | ocational nmarket clearing prices as obtained from
and determned by, the 1SOin the day-ahead and real -tine
bal anci ng markets. Those prices would be used to establish
conpensation and billing for PX traders included in the
final day-ahead and hour-ahead schedul es, and for deviations
bet ween each PX trader's schedul ed and netered quantities.
See Conpani es' Application at 14 and Appendix D. However,
SD&E subsequently filed a notion to withdraw its di ssenting
pricing proposal.
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The Conpanies state that a simlar process, not including an
iteration, will be used for hour-ahead scheduling. These final
day- ahead and hour ahead schedul es are used in the PX s
settl enent process, and are financially binding.

Participation in the PX will be voluntary, except that for a
five-year transition period, the Conpanies nmust bid all of their
generation into the PX and nust purchase through the PX all of
the electric energy required to serve their utility service
retail customers. After the transition period, the Conpanies'
participation in the PXwll be voluntary.

Pursuant to section 205(c) of the FPA, 16 U S.C. 824d(c)
(1994), the Conpanies will file with the Comm ssion the rate
schedul es and rel ated contracts, rules, and protocols by which
they will make whol esal e sal es through the services provided by
the PX. 69/ The Conpanies further state that filings al so
will be made for all agreenments governing or related to sal es
made through the PX, such as the "PX-Seller Agreenent"” and the
"PX- Buyer Agreenent" that each of the Conpanies will enter into
with the PX. Once filed, these rate schedul es and rel ated
contracts, rules and protocols will be subject to the exclusive
jurisdiction of the Conm ssion under sections 205 and 206 of the
FPA, 16 U S.C. 824d, 824e (1994).

Once the PXis in operation, the filing parties wll
authorize the PXto file on their behalf under section 205 any
new rate schedul es and anended contracts, rules, and protocols
that change the rights, duties or operations of the PX. The PX
wi Il have exclusive filing authority, since the governing
contracts will prohibit any party frommaking unilateral filings
unl ess that party has exhausted its renedi es under the PX s
di sput e resol uti on process.

The PX as an entity itself will be a public utility under
section 201(e) of the FPA, 16 U S.C. 824(e) (1994). The PX
will bill and collect revenue fromenergy purchasers at uniform
mar gi nal energy prices (averaged over a transm ssion zone) and
di sburse this revenue to the energy sellers and the 1SO Al
generators in a zone will be paid the bid price of the | ast
wi nni ng margi nal generator. The ISOw Il be paid for
transm ssion | osses, ancillary services, and congestion costs.
Mor eover, subject to the | SO s grid-nanagenent protocols, the PX

69/ Section 205(c) provides that "every public utility" file
with the Comm ssion "schedul es showing all rates and charges
for any transm ssion or sale subject to the jurisdiction of
t he Conm ssion, and the classifications, practices, and
regul ati ons affecting such rates and charges, together with
all contracts which in any nmanner relate to such rates,
charges, classifications, and services."
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auction will determ ne which buyers and sellers will sell or
purchase through the PX, as well as the price and other terns
under which these transactions will be made. 1In this sense, the
PX wll effectively exercise control, including unit-conm tment
and scheduling control, over transactions made through the PX

The Conpanies state that the PX will be independent fromthe
| SO and ot her nmarket participants. |In accord with the California
Comm ssion Decision, the PXwill have no financial interest in
any source of generation, |oad or any other market participant,
and will have no financial interest in or relation to the |ISO
Further, the Conpanies state that the PX will not own or operate
any generation, transmssion, or distribution facilities or be
affiliated with any conpani es that own or operate such facilities
or buy or sell through the PX

Gover nance of the PX

The Conpanies state that the PXis to provide for w de
participation and flexibility in PX governance. Decisionmaking
concerning the PXis allocated anong this Conmm ssion, the PX
CGoverni ng Board, and the PX s CEQ depending on the nature and
urgency of the matter. The Conm ssion nmust authorize matters
such as changes in tariffs (e.g., changes to costs of service,
curtail nent protocols), structural changes to the PX (e.g.,
changes in the conposition of the Governing Board, termnation of
the PX), changes to standard contract provisions (e.g.,
requirements for specific information from market participants),
and establishing standards for market participation.

The Conpani es state that the Governing Board will be the

equi val ent of a corporate board of directors. It will be the
chief policy and deci si onmaki ng body of the PX. Its functions
will include approving, for filing with the Conmm ssion, revisions
to the PX tariffs, rules and protocols. It will have oversight

responsibility for the operations of the PX, but wll not
participate in the day-to-day operations or real-time decisions
of the PX. It will, however, review and establish policies to
assure the independent operation of the PX

Wth respect to the conposition of the Governing Board and
voting rights, the PX bylaws will establish five "classes" that
will select directors, including four "market participant”
classes -- "non-utility generators, end-users, buyers/sellers,
and distribution conpanies -- and a "non-stakehol der/ public"
class. 70/ The Conpanies state that this structure wl|
assure broad and bal anced representation of market interests.

70/ The Conpanies state that the non-stakehol der/public di

re
positions will be filled by appointed professionals with
rel evant experience.
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The Conpani es state that the classes are relevant only for
selecting directors for the Governing Board. Once sel ected,
directors will serve as equal nenbers on the board and will vote
i ndividually, not as a cl ass.

The bylaws are also intended to prevent an entity from
participating in director selection in nore than one class. For
exanple, an entity (including all affiliates and subsidiaries)
may participate in only one class. 71/

The Conpani es state that the nunber of classes defined and
t he nunber of directors selected by each class reflect two
overriding principles: (1) no one class should be able to bl ock
or veto action; (2) no two classes should together be able to
forma sufficient mgjority to make decisions. The five classes
will select 17 directors who will serve three-year terns. Those
17 director positions will be allocated anong the cl asses as
foll ows:

Non-Uility Generators - 3 seats;
End- users - 4 seats;
Non- St akehol der/ Public - 2 seats;
Buyers/ Sel l ers - 3 seats; and
Distribution Conpanies - 5 seats. 72/

The Conpanies state that 12 votes will be needed to adopt nost
measures, and 6 votes will be needed to veto nbst neasures.

In anticipation of the nmarket evolving in unantici pated
ways, the PX' s bylaws will require the Governing Board to submt
to the Conm ssion every five years reconmendati ons on whet her the
class structure for selecting directors should be nodified to

71/ Thus, although an investor-owned utility's functions coul d
include that of a distribution conpany and buyer/seller,
rather than allowi ng these entities to be represented in
each class category (and possi bly dom nating sel ecti on of
several directors), the utility (and its affiliates and
subsidiaries) may join only the D stribution Conpanies
class. In that case, the generation affiliate of a utility
in the Distribution Conpani es class nay not independently
participate in the selection of the Buyers/Sellers class
director. However, if a utility in the Distribution
Conpani es class were to divest sone or all of its generation
pl ants, the new i ndependent owner(s) could participate in
t he Buyers/ Sellers cl ass.

72/ Three directors will be selected if only the Conpanies are
inthis class, four directors if four entities are in this
class, and five directors if five or nore entities are in
this class. PX Application at 34, note 25.
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better reflect the interests of the market. The first such
filing will be nade after three years.

The class of non-utility generators is conposed of non-
utility owners of generation that sell power through the PX
(e.g., independent power producers (IPPs), qualifying facilities
(@QFs) and exenpt whol esal e generators (EWss)). This class wll
select directors using voting weighted by quantity of power sold
through the PX in the previous year. The PX bylaws will specify
how the initial directors will be sel ected.

For the end-user class, one director fromeach end-user

custoner group (i.e., agricultural, industrial, commercial, and
residential as such custoner groups are defined in California
Conmi ssi on-approved tariffs) will be selected to fill each of the

director positions.

The directors fromthe non-stakehol der/public class w |
have no commercial interest in the outcone of PX transactions,
but will have technical or professional experience in the
electricity field. One commttee will nom nate candi dates, and
another conmttee will appoint directors fromthe |list of
candi dat es.

The buyers/sellers class is conposed of Comm ssi on-approved
power marketers, governmental agencies which buy/sell energy
through the PX but are not in the distribution conpanies class,
and any buying/selling entity not located in the 1SO control area
(e.g., out-of-area utilities). The buyers/sellers class wll
determ ne the manner of selecting its directors.

The distribution conpanies class is conposed of distribution
utilities (investor-owned utilities or nunicipal/governnental)
that are buyers of generation supply through the PX for the
pur pose of serving their custoners within the | SO control area.
The voting will be weighted based on kW of energy purchased
through the PX during the previous year. A distribution conpany
may vote for only one director candidate. Thus, the Conpanies
may select no nore than three directors. The PX bylaws wl|
specify how the initial directors will be selected.

Two-thirds of the Governing Board will constitute a quorum
and nost actions will require a two-thirds vote of the quorum
present. The Conpanies state that very significant actions such
as renoval of directors or dissolution will require an 80 percent
maj ority vote.

The PX bylaws will establish conflict-of-interest standards
for Governing Board nenbers, staff and consultants. Staff and
consultants will be required to be independent of the interests
in and the outcone of the conpetitive electricity market.
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A variety of agreenments and tariffs (1SQO PX | npl enmenting
Agreenents) will include the rules, protocols or procedures which
the PX will adopt to develop the preferred generation di spatch
schedule in the forward nmarket; and agreenments between the PX and
mar ket participants dealing with entity-specific aspects of
mar ket participation. The Conpanies state that agreenents
bet ween the PX and nmarket participants will be standardized to
t he extent possi bl e.

Bi ddi ng Rul es and Bi d Eval uati on Procedures

The PX will eval uate generation and demand bi ds and
establ i sh a day-ahead preferred schedul e by taking into account
both the prices offered for service fromeach bid-in generating
unit and the operating capabilities of each unit together with
the demand bids for quantity of |oad and price. The PX will
consi der operating constraints, and it will not include inits
final schedul e any demand whi ch had an associated bid price bel ow
the market-clearing price.

Based on the final PX dispatch schedul e accepted by the |SQ
the PX will reveal its market-clearing prices for PX energy. A
uni form market-clearing price for PX buyers in a congestion-
managenent zone 73/ will be established based on the cost of
the margi nal generator in that zone for each hour. Hourly prices
wi Il be established based on the PX s 24-hour
optimzation. 74/ However, the Conpani es state that
not wi t hst andi ng the existence of different market-clearing prices
in specific congestion managenent zones, the California
Conm ssi on Deci sion envisions that the Conpanies will average the
costs paid for energy within or anong the utility service
custoners the Conpani es serve. 75/

The PX price-determ nation methodology will establish a
price in each hour that will match supply and demand according to
five principles: (1) the |oss-adjusted nmarket-clearing price
paid to the margi nal generator in each hour will be no | ess than
t he conbi ned energy and no-load bid price of the margina
generator; (2) the | oss-adjusted nmarket-clearing price may
include all or a portion of the start-up cost of the marginal
unit such that each generator scheduled to operate during the day
will be paid no less than its full bid price for its schedul ed

73/ The 1SOregion initially has been divided into four
congesti on- mranagenent zones between whi ch significant
congestion is expected to occur.

74/ As noted, SD&EE initially submtted, and then withdrew, a
di ssenting price determ nation proposal .

75/ See PX Application at 48, n. 28.
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operation; (3) no demand bi dder whose denmand is included in the
schedule will pay nore than its bid in each hour; (4) if supply
is sufficient to nmeet denmand at or bel ow t he demand price

bid, 76/ the market-clearing price will be set by the margina
generating unit; and (5) if demand at a price exceeds supply, the
market-clearing price will be set by the | owest w nning denand
price bid. In the absence of adequate denand price bids, demand
will be curtailed to match supply, and the market-clearing price
will be set equal to an adm nistratively pre-determ ned cap.

The Conpanies state that the PX is designed to facilitate
trading with adjacent interfacing utilities besides the
Conpani es. Parties that have access to any | SO transm ssion grid
interface will be able to transact business through the PX.  Any
interfacing utility (or generators/sellers with access to an
interface) can sell into the PX and will be treated conparably to
ot her market participants operating in the PX area. Al so,
utilities outside the PX area interested in buying through the PX
will be treated conparably to other PX buyers.

Di spute Resol uti on Process

Parties will be required to commt to an ADR process to
settl e di sputes between or anong the PX and market partici pants.
Any party that has conpleted the ADR process may still appeal to
the Conm ssion on the grounds that the arbitration award either
is: (1) unjust, unreasonable, unduly discrimnatory or
preferential or otherw se inconsistent with the FPA or Conmm ssion
policy; or (2) contrary to or beyond the scope of the specific
enabl i ng agreenment or specific inplementing contract. The
agreed-to ADR process provides for Conmm ssion deference to the
factual findings of the arbitrator.

I1l. Notice of Filing and Interventions

Noti ce of the Conpanies' filing was published in the Federal
Regi ster, 77/ with protests and notions to intervene due on or
before June 13, 1996. Tinely notions to intervene related to the
SO filing in Docket No. EC96-19-00 were filed by the parties
listed in Appendix A Parties filing late notions to intervene
in Docket No. EC96-19-000 are listed in Appendix B. Tinely
notions to intervene and a notice of intervention related to the
PX filing in Docket No. ER96-1663-000 were filed by the parties

76/ As defined by the Conpanies, a denmand price bid states the
maxi mum price for each hour at a which a custoner is
prepared to take a specified anount of energy in the day
ahead schedule. See PX Application at 44.

77/ 61 Fed. Reg. 25,216 (1996).
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listed in Appendix C. Parties filing |late notions to intervene
in Docket No. ER96-1663-000 are listed in Appendi x D.

The Conpanies filed an answer to the Comments on June 28,
1996, as described in the discussion below. On July 11, 1996,
TANC filed a notion to strike or disregard the Conpani es' answer
to TANC s protest as an inproper answer to a protest. TANC
contends that it carefully delineated its notion to intervene
fromits protest. They argue that the Conpanies are nerely
attenpting to get a "second bite at the apple.”

The Conpani es respond that their answer clarifies many
i ssues, corrects nunerous m sconceptions regarding their
proposal, and will therefore materially assist the Comm ssion in
resolving the issues presented in this proceeding. They also
argue that TANC should not be permtted to fashion its pleading
as a protest in order to prevent the Conpani es from answering
TANC s substantive argunents.

On August 15, 1996, the California Comm ssion filed
Suppl erent al Comment s addr essi ng nunerous aspects of the | SO and
PX applications, as discussed below. 78/ Further conments
were filed on Septenber 23, 1996, in connection with the
Conmi ssion Staff's Septenber 12-13 technical conference and in
response to the California Comm ssion's August 15 Suppl enent al
Comment s.

As noted above, on Septenber 20, 1996, the Conm ssion issued
a notice directing the Conpanies to file any anendnents to its
Phase | applications that are required as a result of the passage
of the Restructuring Legislation by the California Legislature
within fourteen days after the Governor of California signed the
| egislation. 79/ On Cctober 7, 1996, the Conpanies filed a
Joint Statement of Applicants and Indicated |Intervenors on
I mpl enmentation of California Legislation (Joint
Statenent). 80/ On Cctober 17, 1996, the California
Conm ssion filed comrents regardi ng the Conpani es' Market Power
filings. Finally, on Cctober 21, coments addressing the

78/ The California Comm ssion's conments regarding the
Conpani es' Petition for a Declaratory Order were addressed
in the Comm ssion's order in Docket No. EL96-48-000. See
supra note 3.

79/ See supra note 2.

80/ Joining with the Conpanies were the Los Angel es Depart nent
of Water and Power and the Inperial Irrigation District. W
will refer to the parties submtting the Joint Statenent as
the Joint Parties.
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Cal i fornia Conm ssion's August 15 Suppl enental Conments and the
Joint Statement were filed. These are discussed bel ow. 81/

V. Discussion

The Conpani es' proposal is the product of a |engthy, ongoing
process involving the Conpanies, the California Conm ssion, the
California |l egislature, and w despread stakehol der parti ci pation.
These efforts have resulted in a set of proposals that provide an
acceptabl e framework for the Comm ssion to grant prelimnary
approval of the 1SO and PX, subject to the conditions,
nodi fications, and further information required herein.

W are very nuch aware that the proposals before us
represent a work in progress, with many of the details yet to be
determ ned, and that these proposals break new ground in terns of
i ndustry restructuring. Accordingly, we nust carefully eval uate
the basic elenents of the franework to determ ne whether it is an
acceptabl e basis for going forward. W enphasize that the
judgrments we render and the guidance we provide herein are
necessarily interimin nature.

W have to date received an extensive array of comments and
suggestions fromthe parties related to the proposal s before us.
These comments reflect a trenmendous effort on the part of all of
the interested parties to shape an appropriate restructured
market in California, and have hel ped shape our gui dance and
assi st our understanding of the filings. To the extent we do not
address coments and concerns in this order, we will address them
at the appropriate future times, as our review of the proposals
conti nues.

Furthernore, we expect that nany issues will be raised by
the parties as to the terns of the jurisdictional tariffs,
agreenents, and bylaws to inplenment the proposal. As this
process continues and such docunments are placed before this
Conmi ssion for our review, the Parties will be given a full
opportunity to air their views. Thus, nothing herein concludes
that the Conpanies' proposal is satisfactory under the FPA. W
will withhold judgnment until the specific docunents detailing the
conpl ete proposal are before us.

W do not believe that it is appropriate to set these
matters for a trial-type hearing at this time, as requested by
sone intervenors. As nentioned above, we are in this order
providing prelimnary guidance with respect to policy issues
raised by the filings, and are not determ ning factual issues.
Nor do we consider it appropriate to dismss the filings,

81/ Only coments which relate to the 1SO and PX filings are
di scussed herein.
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notw t hstandi ng the | ack of details. It is evident that the
filings have raised a | arge nunber of policy issues. Rather than
di sm ssing the applications, we find that the conceptua

framewor k of the proposal is acceptable and of fer what gui dance
we can in order to facilitate the orderly restructuring of the
Cal i fornia market.

A Procedural WMatters

Pursuant to Rule 214 of the Comm ssion's Rules of Practice
and Procedure, 18 CF.R 385.214 (1996), the notice of
intervention and tinely, unopposed notions to intervene serve to
make the intervenors |isted on Appendices A and C parties to this
pr oceedi ng.

G ven the early stage of the proceedi ng, and the absence of
undue del ay or prejudice, we find good cause to grant the
untinmely, unopposed notions to intervene, as |listed on Appendi ces
B and D.

VW will deny the notion to strike the portion of the
Conpani es’ answer that responds to TANC. Wile our regul ations
general |y prohibit answers to protests, we have adopted in this
proceedi ng procedures to afford parties anple opportunity to
express their positions and respond to other parties' positions
in their pleadings. W believe that permtting the Conpani es'
answer is consistent with that approach. Moreover, the
Conpani es’ answer has assisted us in understanding the issues
rai sed

As noted above, in conjunction with this filing, SD&E fil ed
an alternative proposal regarding certain elenents of the |ISO and
PX proposals. On June 28, 1996, SD&EE filed a Mtion for Leave
to File an Explanatory Statenent together with its Explanatory
St at enent and Appendi ces. TANC filed an answer urging the
Conmi ssion to grant the notions to ensure that the record is
conplete. On July 31, 1996, SDG&EE filed a Notice of Wthdrawal
of Certain Pleadings, as clarified in a letter filed on August 6,
1996. The wi t hdrawn pl eadi ngs i ncl ude:

a) Appendi x G of the 1SO Application (setting forth
SD&XE s alternative proposals with respect to the 1SO;

b) Appendi x D of the PX Application (setting forth SD&&E s
alternative proposals with respect to the PX); and

c) Motion for Leave to File Explanatory Statenent,
Expl anat ory Statenent, and Appendi ces to Expl anatory
Statenent filed by SD&E on June 28, 1996.

SD&XE states it has continued its efforts to narrow the
di f f erences anong the Conpanies that remain in the proposals
bef ore the Comm ssion. SDGRE asserts that it filed this Notice
of Wthdrawal to expedite the inplenentation of the new market
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structure in California and to enable a January 1, 1998 start
date for the new market structure. Wile SD&E indicated its
intention to continue to discuss the issues raised inits
alternative proposals and other issues as part of devel oping the
Phase Il filings, it states that wi thdrawal of these docunents
will allowthe Conmssion to rule on a common, jointly-filed,
Phase | proposal and will facilitate efforts to reach agreenent
of the Phase Il filings.

NCPA, the Cties of Anaheim Azusa, Banning, Colton and
Ri versi de, and TANC oppose the Notice of Wthdrawal. Wile these
parties do not dispute SD&&E s right to change its position, they
claimthat the pleadi ngs SD&&E seeks to wi thdraw provide critical
information to ensure a conplete record in these proceedi ngs
regardi ng alternative approaches to those advanced by the
Conpanies in their primary proposal. These parties request that
t he Conm ssion grant the withdrawal conditionally pursuant to
Rule 216(c) (18 C.F.R 385.216(c) (1996)) in order to retain
the material in the record. This, they assert, would allow
participants to rely on the information in these docunents in any
further pleadings.

In view of the ongoi ng devel opnent of issues in these
proceedi ngs, we believe that the record should be as conplete as
possi bl e. Mreover, as SD&E has noted, nany issues raised in
its alternative proposals will not be resolved in this order, but
will be the subject of continuing debate in the devel opnent of
t he Conpani es' Phase Il filings. Accordingly, we wll
conditionally allow SDGE to withdraw its position, but wll
allow the material to remain in the record pursuant to Rule
216(c), as the above described parties recomend.

VW will deny the notions to consolidate these dockets. W
have previously denied notions to consolidate Docket No. EL96-48-
000 w th Docket Nos. EC96-19-000 and ER96- 1663-000. 82/ As
di scussed therein, while the ISO application, the PX filing and
the Declaratory Order Petition dockets are related, we are not by
this order setting these proceedings for hearing. Consequently,
no purpose woul d be served by consolidating the proceedi ngs at
this time. Moreover, in Docket No. EL96-48-000, we noted that
there are no further proceedings in that docket to be
consolidated with the other two dockets.

82/ See Pacific Gas and El ectric Conpany, San D ego Gas &
El ectric Conpany, and Southern California Edi son Conpany, 77
FERC 61,077 (1996).
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B. The Establishment of the | SO and PX as Separate
Entities

CVA and the |1 SO Users Group contend that separation of the
| SO and PX is an essential elenent of the proposal. CVMA argues
that separation is essential to devel opnent of a viable
conpetitive generation market and was endorsed by the California
Conm ssion. 1SO Users GGoup states that the separation of the
| SO and PX gives neaning to service conparability. Simultaneous
i mpl enent ation of direct access and the statew de power pool as
agreed to is also critical to 1SO Users Goup. CMA and the |1SO
Users Group oppose SDE&EE' s di ssenting proposal because it
devi ates fromstrict separation and would, in their view,
subordi nate bilateral transactions.

The California Comm ssion recommends that the Comm ssion
al | ow scheduling coordinators to voluntarily include in their
schedul es information on generation that could serve as an
addi tional resource for the 1SOto clear congestion on the | SO
grid. Specifically, the California Conm ssion recomends that
schedul i ng coordi nators be allowed to provide schedules in a
format including voluntary decremental and increnmental price-bids
for both their preferred generators that woul d be schedul ed in
unconstrai ned conditions, as well as alternate generators, which
m ght provide | ower cost sol utions during congestion periods.
According to the California Commssion, this will be a workable
and efficient method for the SO to nmanage congestion and is
superior to the "artificially constrai ned protocol s" proposed by
t he Conpani es.

In response to the California Comm ssion's conments, the
Conpani es state their agreenent. They claimthat their proposal
would allow the 1SO to accept voluntary increnental and
decrenental price bids for all generators to relieve congestion,
regardl ess of the preferred output of those resources submtted
to the 1 SO from schedul i ng coordi nat ors.

On Novenber 5, 1996, the Departnent of Energy (DCE)
submtted a study. Anobng other things, the study criticizes the
separation of the 1SO and PX, and endorses a nechani sm wher eby
the 1SO may accept information regarding all bids.

Conm ssi on Response

W accept the proposal to create a PX and | SO as separate
entities. W understand that sone parties believe that
consolidating the SO and PX into a single organization may
produce operational efficiencies. However, as pointed out by CVA
and the 1SO Users G oup, the separation of entities was a crucia
el ement of the agreenment reached by the California Comm ssion and
t he stakehol ders in determ ning how best to restructure the
California electricity market. Furthernore, the Conpani es and
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the California Conm ssion have stated that the separation can be
mai nt ai ned wi t hout unduly conprom sing efficiency. Because there
is nothing in the present record that indicates that the
formati on of two organi zations is unreasonable, we will not

di sturb that agreenent.

In addition, the California Comm ssion rai ses a separate
i ssue, the exchange of information between the 1SO and the PX
W do not believe that the Conpani es' proposal requires
nodification to allowthe 1SO to accept additional information,
as suggested by the California Comm ssion. |In response to the
California Conm ssion's recommendation that the PX be permtted
to submt information to the I SO about bids fromalternative
generators, along with its preferred generators' schedul es and
bids, so that the 1SO can utilize these otherw se "nonw nni ng"
generators to efficiently relieve transm ssion congestion, the
Conpani es have clarified that, under their proposal, the |ISO can
accept voluntary information fromall generators and |oads in
order to relieve transm ssion congestion and provide ancillary
servi ces.

W accept the Conpanies' clarification. |In addition, we
will require that the 1SO be allowed to use all information it
receives in order to develop a | east cost schedul e (for energy
and ancillary service) in performance of its responsibilities to
efficiently manage congestion and satisfy its control area
responsibilities. Furthernore, the 1SO s scheduling protocols
should clarify that all scheduling coordinators will be permtted
to provide information directly to the I SO

As clarified in these cooments, there does not appear to be
any restriction on the voluntary subm ssion of information.
However, if the | SO does propose any such restrictions, they nust
be fully justified in the Phase Il filing.

C The Proposed Covernance Structure of the | SO and PX
Structure and CGovernance of the | SO

The California Comm ssion comrents that the ISOw Il be a
control area operator, so it will be subject to the requirenents
established in Order No. 888. 83/ The California Comm ssion
bel i eves that the 1SO s independence is critical. For the nost
part, the California Comm ssion believes that the proposal for
governance neets the California Commssion's and this

83/ See Pronoting Wol esal e Conpetition Through Open Access Non-
di scrimnatory Transm ssion Services by Public Wilities and
Transmtting UWilities, Order No. 888, 61 Fed. Reg. 21,540
(May 10, 1996), FERC Stats. & Regs. 31,036 (1996), reh'g
pendi ng. (Order No. 888).
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Conm ssion's criteria, but sone changes are critical to ensure

i ndependence. The California Comm ssion is concerned about

dom nance by transm ssion owners, both publicly and privately
owned. The California Conmm ssion notes that the | SO nust have
the effective ability to recommend changes in operating protocols
to the Conm ssion in response to changed market conditi ons.

The California Conmm ssion recommends that the Comm ssion
require the conposition of the Board to be revi ewed one year
after 1SO operation comrences, rather than three years, with
annual review by the Comm ssion thereafter, to ensure proper
board bal ance. Al so, the California Comm ssion reconmends t hat
the 1SO be able to apply to the Conm ssion to change certain
operating protocols, such as creation of new congestion zones,
revi sion of overgeneration protocols, recommendati on of upgrades
to the Conm ssion, WRTA and the California Conm ssion,
standardi zati on of mai ntenance rating and operating standards,
and offering of new transparent unbundl ed services, on the basis
of a sinple majority vote, rather than a two-thirds najority.
The California Comm ssion argues that this change woul d ensure
flexibility in responding to nmarket conditions. However, the
Cal i fornia Conm ssion believes that nost issues, such as byl aws
changes, should continue to be subject to the two-thirds vote
requirement. Wth respect to the PX Governing Board, the
Cal i fornia Conmm ssion recommended that the Conmm ssion |imt
generators to eight seats and that buyers and sellers be placed
in separate classes, to mtigate potential market power.

For the nost part, other commenters support the proposed
gover nance structure. 84/ However, sone intervenors, such as
CEERT, claimthat the governance structure may favor the
Conpanies or that it has not been denonstrated to conply with the
Conmi ssion's first 1SO Principle. 85/ Qher commenters
request a nore refined class breakdown so that they will not be
in the same class with market participants that are different
fromthensel ves. 86/ There were al so comments requesting nore
votes, and participation in nore than one cl ass.

Metropolitan clains that it is excluded fromthe definition
of the Governnent/Minicipal Oass due to the wording of the
definition. Several joint powers agencies claimthat they are

84/ See, e.g., Protests of |1SO Users Goup, N EP, CMA CLECA and
| EP.

85/ Principle No. 1 states, "The 1SO s rul es of governance.
shoul d prevent control, and appearance of control, of
deci si on-maki ng by any class of participants.”

86/ See Protest of DANR et al.
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excl uded fromthe Governnent/Minicipal class since they do not
serve retail | oads.

CAC and EPUC support nore frequent Comm ssion review of the
governance structure. These commenters propose that the
Conmi ssion review the Governing Board structure every two years.
EPUC al so states that the Comm ssion should review the overal
wor ki ngs of the 1SOin addition to its structure and suggests
that a nmonitoring programsimlar to that for the PX be
established for the 1SO CAC and EPUC reconmend that the
Conmi ssi on consider the need for an |1 SO technical advisory
conmttee to help the 1SOtransition fromoperation of the
Conpani es' i ndependent transm ssion grids to an integrated | SO
controlled grid. The advisory commttee could be phased- out
after five years.

Sone intervenors, such as CEERT, recommend that the |1SO
board be constituted and that the |1SO conplete the filings while
the 1SOis still under the Conmm ssion's scrutiny. Cal Energy
contends that decisions regarding staffing, structure, rules and
regul ati ons shoul d be determ ned by the i ndependent | SO Board,
not the Conpanies. According to Cal Energy, the proposal to
guarantee seats to the 1QUs and the super-majority voting
requirements and the fact that the Conpanies will determ ne the
details of the structure, rules and procedures prior to the tine
the Board takes over give the Conpanies too nmuch control.

Mor eover, Cal Energy recommends that the Conm ssion reserve
jurisdiction over the 1SO as a condition to approval. 87/

Sone Commenters al so oppose the mandatory ADR requiremnent
contained in the filing, as "abrogating” their rights granted
under section 211 of the Federal Power Act. 88/

The Conpani es di spute clains of dom nance in favor of the
Conpani es, noting that the bylaws are to be structured to
precl ude dom nance by any one group. Mreover, the investor
owned utilities would only be allowed to participate in one
class. They would be represented by three or four nenbers out
fifteen or eighteen | SO Governi ng Board nmenbers, respectively.
In response to requests for nore class distinctions, the
Conpani es assert that it in order to have a CGoverni ng Board that
is not unworkably large, it is unavoidable that entities grouped
within a class will have sone differences. The Conpanies assert
that allow ng some participants nore votes or participation in
nmore than one class is unfair. The Conpanies assert that they
have conplied with the Comm ssion's requirenent to afford fair

87/ See al so, Protest of CMJA

88/ See, e.g., Protests of DAR, CMJA, Southern G ties,
Met ropol i tan, and Mbdest o.



Docket Nos. EC96-19-000 and ER96-1663- 000 - 39-

and broad participation for all user groups, consistent with
Order No. 888. 89/

The Conpanies state in response to Metropolitan's claimthat
it is unfairly excluded that Metropolitan m sunderstands the
provision and clarifies that Metropolitan woul d be a nmenber of
t he Government/ Muni ci pal class. However, the Conpani es have a
different response to the joint powers agencies. According to
t he Conpanies, since the entities that nake up these joint powers
agenci es are governnment entities that are nmenbers of the class in
their own right, affording the joint powers agencies
participation rights would dilute the class and give the joint
powers entities "extra voting power."

The Conpani es respond to requests for nore frequent review
of the SO structure, that review every two years i s not enough
time in which to evaluate the structure.

The Conpani es di sagree with conplaints that the ADR
procedures nmay abridge their section 211 rights, stating that any
party may still appeal to the Comm ssion. The Conpanies al so
assert that their proposal cannot as a matter of |aw displace or
super sede section 211. However, the Conpanies believe that the
transm ssi on expansi on proposal may nake section 211 requests
unnecessary. The Conpani es request that the Conm ssion consider
the alternatives available to the parties under the proposed | SO
structure when considering section 211 requests for relief.

The California Restructuring Legislation inposes an
addi tional | ayer to the proposed governance structure.
Specifically, it establishes an Oversight Board consisting of
five menbers to oversee the | SO and PX Governing Boards. The
five menbers would consist of three California electricity
rat epayers who woul d be appoi nted by the Governor, and confirned
by the California Senate, plus a non-voting nenber of the Senate
and one non-voting nenber of the Assenbly. The Oversight Board
nmenbers woul d serve staggered three-year terns, and nay be
reappoi nted. The Oversight Board woul d have two prinmary
functions. First, it would appoint the |1 SO and PX Governi ng
Board menbers, which would be Iimted to California residents.
Second, it would serve as an appellate body for review of |SO and
PX Gover ni ng Board deci si ons.

In the Joint Statement, the Conpanies indicate that the
Restructuring Legislation directly affects the governance and
organi zation of the | SO and PX proposed in these proceedi ngs.
The Restructuring Legislation requires that all nenbers of the
| SO and PX Governing Boards be California residents. The
Restructuring Legislation requires that the | SO Governi ng Board

89/ FERC Stats. and Regs. 31,036, at 31, 730-31 (1996).
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i nclude representatives of eleven classes: 1) IQU transm ssion
owners; 2) publicly owned utility transm ssion owners; 3)
nonutility electricity sellers; 4) public buyers and sellers; 5)
private buyers and sellers; 6) industrial end-users; 7)
conmerci al end-users; 8) residential end-users; 9) agricultural
end-users; 10) public interest groups; and 11) non-nmarket
participants. The Joint Parties state that these classes are
simlar, but not identical to, those contained in the Conpanies'
original filings. Wile the Restructuring Legislation does not
prescri be the nunber of representatives fromeach class or the
voting structure, it does require that a sinple mgjority of |SO
CGoverni ng Board nenbers be unaffiliated with generation,

transm ssion, and distribution corporations.

The Joint Statenent also points out that the Restructuring
Legi slation requires that the PX Governing Board incl ude
representatives of ten classes: 1) QU distribution conpanies;
2) publicly owned distribution conmpanies; 3) nonutility
generators; 4) public buyers and sellers; 5) industrial end-
users; 6) commercial end-users; 7) residential end-users; 8)
agricultural end-users; 9) public interest groups; and 10) non-
mar ket participants. The Joint Parties indicate that the class
structure is simlar, but not identical, to that proposed by the
Conpani es. The Joint Parties further state that the final
CGoverning Board structure for both the 1SO and PX will be
included in the Phase Il filings. Unlike the |SO Governing
Board, there is no requirenment that a majority of the PX
Coverni ng Board nenbers be unaffiliated with generation,
transm ssion and distribution corporations.

However, the Conpani es assert that this legislation |eft
much of their proposed framework unchanged, and that many of the
detail s on governance, including the bylaws protocols, rules and
tariffs, prescribed in the legislation will be included in their
Phase Il filings.

For exanpl e, the proposed separation of the | SO and PX and
the inclusion of nmarket representatives on the Governing Boards
for the 1SO and PX were not changed by the Restructuring
Legi slation. According to the Joint Statenent, both the
Conpani es' applications and the Restructuring Legislation
contenpl ate that the | SO and PX woul d be public benefit, non-
profit corporations subject to the Comm ssion's jurisdiction, and
that the creation of the SO as well as its rate schedul es,
tariffs, and agreenments all would be subject to Conmm ssion
approval .

The Joint Statenent acknow edges that the two-tiered
governance structure prescribed in the Restructuring Legislation
alters its proposal. The Restructuring Legislation establishes
an Oversight Board which would create the | SO and PX, appoi nt
their Governing Board nenbers and establish terns of services,
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det erm ne nom nati ng procedures and qualifications for the two
Coverni ng Boards, serve as an appellate body to review mgjority
deci sions of the | SO Governing Board, and oversee the | SO and PX
The Conpani es do not see this appellate function as inconpatible
with their proposed governance structure. They state that their
proposed | SO Governing Board's ADR process would fit in with the
Restructuring Legislation, and that their proposal is nore
detail ed. 90/

The Joint Statenent al so di scusses sone differences in | SO
and PX Governing Board conposition between the Conpanies' filed
proposals and that required by the Restructuring Legislation, and
notes the Restructuring Legislation requirenment that Governing
Board nenbers, |ike Oversight Board nenbers, nust be California
residents. The Joint Parties state their intention that the
final 1SO and PX Governing Board structures, as devel oped by the
Oversight Board, will be included in the Phase Il filings. In
this regard, the Joint Statenent indicates the Joint Parties
understandi ng that the Oversight Board may not be created until
after January 1, 1997, thereby making it inpossible to create the
| SO and PX Governi ng Boards during 1996.

The Restructuring Legislation endorses the California
Conm ssion's in-state direct access requirenent. Under this
rule, reflected in the Conpani es' proposal, |ocal publicly owned
utilities in California may not have direct access to the
Conpani es' custoners unl ess such publicly owned utilities provide
t he Conpani es reciprocal direct access to their retail custoners.
In the Joint Statement, the Joint Parties indicate that
enf orcenent disputes could be resolved in the courts. However
the Joint Parties state that it would be desirable to retain an
adm ni strative enforcenment nmechani smthrough California
regul atory bodies. Therefore, they no | onger seek to have the
| SO enforce in-state direct access reciprocity.

The California Comm ssion coments that nothing contained in
the Restructuring Legislation conflicts with its proposed
nodi fications to the | SO and PX governance structures. Like the
Joint Parties, the California Conm ssion acknow edges that the
Restructuring Legislation requires changes to the Governing Board
structure, but believes these changes may be incorporated into
the Phase Il filing. The California Conm ssion does not believe
that the Oversight Board interferes with the Comm ssion's
jurisdiction over the 1SO and PX

90/ The Joint Statenment also states that the proposed ADR
process includes rights to appeal to the Comm ssi on under
certain circunstances, but neglects to explain howthat wll
be integrated with the Oversight Board' s appellate role.
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However, the California Comm ssion is concerned about the
timng invol ved under the Restructuring Legislation's
requirements for imediate | SO involvenent and for the 1SOto
develop reliability standards by March 31, 1997. Therefore, the
Cal i fornia Conm ssion requests the Comm ssion, as part of its
Phase | decision, to establish an interimentity by providing
det ai | ed gui dance as to governance, structure, and
responsibilities of the | SO Governing Board. Furthernore, in
view of the Restructuring Legislation requirenent that the
Oversight Board determ ne the conposition and structure of the
| SO and PX Governing Boards for the Comm ssion's approval, the
Cal i fornia Conm ssion requests that the Comm ssion review the
conposition and structure of the 1SO and PX CGoverni ng Boards when
filed with the Conm ssion, and annual ly thereafter.

Cal Energy comments that the Restructuring Legislation
ef fectively supersedes the Conpani es' proposal. 91/ Cal Energy
contends that one el enent of the Restructuring Legislation
gover nance provisions, the requirenent that nmenbers of the three
boards be California residents, conflicts with Comm ssion policy
requiring broad representati on on the Governi ng Boards.
Cal Energy argues that nost existing and potential market
partici pants are headquartered out of state, and should be able
to have non-California officers on the Boards, if that is who may
best present their views.

Cal Energy interprets the Restructuring Legislation as
requiring a sinple majority vote for all |SO Governing Board
deci si ons, based on the provision allow ng appeal to the
Oversight Board of "majority decisions.” 92/ Cal Energy al so
notes that the 1SO and PX will still be subject to Conm ssion
jurisdiction, so all of their standards, rules, protocols and
procedures nust be contained in tariffs subject to Conm ssion
approval .

CMUA comments that the Joint Statenment acknow edges the
requirement for inmrediate |1SO participation in these proceedi ngs,
but notes that the Joint Statenent fails to include any
conmtment to fulfill this or other mandates in a tinely fashion.
CMUA is concerned that the Conpani es have not afforded sufficient
consi deration to the i ndependent voice of the I SO as
contenpl ated by the Restructuring Legislation. 93/

91/ QO her conmenters, such as NCPA, support this view
92/ See Restructuring Legislation 339.

93/ See al so, Cctober 21, 1996 comments of SMJD and
Met ropol i tan
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Simlarly, Cal Energy states that the | SO and PX, rather than
the Conpanies, will need to nake filings to inplenment the
California restructuring, yet the Oversight Board that w |
appoi nt these bodi es cannot be constituted until after January 1,
1997. Cal Energy suggests that the Oversight Board be sel ected
now, and begi n operations inmediately, even if their appointnents
are not officially effective until January 1. Cal Energy
recommends that the Conm ssion wait for the |1 SO and PX proposal s
rather than deliberating on the Conpani es' proposals, which
ultimately may be rejected by the | SO and PX CGoverni ng Boards.

Several intervenors conment that the Conpani es have fail ed
to clarify howthey will conply with the Restructuring
Legi sl ation's governance provisions. 94/ Turlock continues to
bel i eve that the Comm ssion has before it insufficient
informati on and detail to approve anything. 95/ Turlock is
concerned that the effective date for Oversight Board
appoi ntnents under the Restructuring Legislation nmay cause
further delays in the tinmetable for the Phase Il filings.

West ern opposes the Restructuring Legislation restriction of
board nmenbers to California residents. It also is concerned
about the role of the state-run Oversight Board regarding its
jointly owed facilities, which are not subject to state
regul ation or jurisdiction.

NCPA reiterates its view that the California Conmm ssion's
proposal to require conflict of interest standards for PX
enpl oyees does not go far enough.

TANC conments that the Restructuring Legislation changes the
Conpani es' proposal by allow ng joint power agencies, such as
TANC to serve on the |1 SO Governing Board. Al though TANC not es
that the Joint Statenent ignores this change in its extended
di scussi on, TANC expects the Oversight Board or the Conpanies to
address this issue in Phase I1.

94/ See, e.g., Cctober 21 comments of San Franci sco, DWR
Metropolitan, Gties of Anaheim Colton and RlverS|de
Western, and State Water Contractors.

95/ See al so, Cctober 21, 1996 comments of Azusa and Banni ng.
Simlarly, San Francisco reconmends that the Conmm ssion

limt any approvals in Phase | tothe ". . . mnim
structure that is fully supported by the application and for
whi ch sufficient details have been provided. . . " and that

it provide guidance as to its expectations for the Phase |
filings.



Docket Nos. EC96-19-000 and ER96-1663- 000 - 44-

CMUA supports the Conpani es' wi thdrawal of their proposal to
have the 1SO enforce the state's retail direct access reciprocity
provi sions. However, TANC and Metropolitan contend that the
Joint Statenment expands the reciprocity provision beyond that
contenplated in the Restructuring Legislation, by requiring that
utilities and their affiliates be treated as a single entity with
a single, conbined group of customers. TANC and Metropolitan
contend that the term"corporate affiliate"” is vague and its
interpretation could extend beyond the scope of the Restructuring
Legislation to apply to joint power agencies or public benefit
corporations, where the Board of Directors exerts no control over
its menber agencies. However, they do not object to the
application of this provision to a utility hol di ng conpany.

Turl ock requests clarification in the Phase Il filings as to
whi ch state adm nistrative and regul atory bodi es woul d enforce
this requirenent, how such enforcenent woul d be exercised, and
whet her such bodi es have jurisdiction over |ocal publicly owned
electric utilities.

Structure and CGovernance of the PX

Several conmenters assert that the proposal omts key
el ements of the PX structure, e.g.: conflict of interest
standards for the board, staff and consultants; contracts to
address the rel ationship anmong the | SO, the PX and nmarket
participants; information regardi ng what constitutes a "qualified
supplier” or "qualified buyer" that can do business with the PX;
and information about how the directors fromthe non-
st akehol der/public class are to be selected. They argue that the
Conpani es have not supplied sufficient information concerning the
PX s rules, protocols and byl aws for the Conm ssion to approve
their proposed framework of the PX. 96/

Cal Energy argues that the WEPEX CEO, managenent and its
entire staff should be free of any current or historical business
dealings with the Conpanies or relationships with managenent of
the Conpanies. It further argues that the Conm ssion should
requi re annual reports of the perfornmance of WEPEX from an
i ndependent consulting firm TANC notes that the PX will file on
t he Conpani es' behal f under section 205 of the FPA any new rate
schedul es and anended contracts, rules and protocols that change
the rights, duties, or operations of the PX TANC argues that a
public utility that is truly independent should not be vested
with the absolute authority to file for other public utilities,
i.e., the PX nust not be a surrogate for the Conpani es.

AVEA, while synpathetic to the start-up problens of the PX

believes that allowing utility enployees to aid in setting up the
PX woul d pose serious conflict-of-interest problens. AWA woul d

96/ Protests of CMJA, Metropolitan, Salt R ver, SMJD, DWR TANC
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prefer that the PX be restricted to hiring i ndependent enpl oyees,
at least for all senior positions.

Sone comment ers oppose the requirenment that the Conpani es
buy and sell through the PX for the first five years. CMA and
CLECA assert that although participation by non-utility
generators and ot her buyers would be on a voluntary basis, the
bul k of the transactions will be conducted on a mandatory basis
if the California Comm ssion Decision is followed. They argue
that such a mandatory provision runs contrary to the devel oprent
of a conpetitive market and will be counterproductive for
California consuners. For exanple, they argue that if cheaper
power is available to the distribution utilities from sources
other than the PX, the utilities should be free to purchase it
for the benefit of their retail custoners. Moreover, they
contend that the mandatory nature of the PX runs counter to the
purely voluntary pools which the Comm ssion has approved in the
past. They urge the Commi ssion to require that participation in
the PX be voluntary for all participants.

The | SO Users Group contends that the California
Conmi ssion's nandatory buy/sell provision exceeds its authority,
because the provision is a condition on the WEPEX Conpany's sal es
for resale, and a prohibition of voluntary bilateral interstate
power transactions involving California utilities, which would
i nfringe upon this Comm ssion's exclusive jurisdiction.
Moreover, it argues that the requirenent woul d i npose an
unreasonabl e burden on interstate conmerce by being an
anticonpetitive imtation on the whol esal e power market. It
argues that the requirenment woul d deny access to the regional
power market to California utilities and their underlying
custoners for five years. Further, the requirenment woul d deny
out-of-state utilities and generators access to the California
mar ket unl ess t hey abandoned the hi ghly successful bil ateral
contracts now in use in favor of the untested and potentially
inefficient PX

The | SO Users Group further asserts that econom cs and
operational concerns dictate that the PX woul d deter out-of-state
utilities fromtransacting with California utilities. 1t cites
the lack, in the PX, of the price certainty, narket share
certainty and |l ong-termcapacity rights of bilateral
transactions. It also argues that bilateral contracts offer
greater flexibility than the PX For exanple, utilities that
foll ow the Comm ssion's open access tariff format and of fer
net wor k and poi nt-to-point services through the sane tariff may
be precluded fromcontracting with the Conpani es through the PX
whi ch only operates a network service. Further, it contends that
t he grandfathering of existing contracts coupled with the
mandat ory buy/sell requirement discrimnates against new entrants
into the power market, and favors incunbent utilities holding
| ong-term bul k power contracts.



Docket Nos. EC96-19-000 and ER96-1663- 000 - 46-

DWR and M S-R assert that nore infornmation i
concer ni ng whet her and how the |1 SO and the PX wil
contracts.

S required

| honor existing
Muni ci pal and public power commenters note that they may not

be permtted to join the |1 SO because of their operationa

limtations inposed by the Internal Revenue Service (IRS) on

facilities financed with tax-exenpt bonds. 97/ Wile noting

t he Conpanies' stated intent to preserve the rights of hol ders of

exi sting contractual rights, APPA argues that inplenentation of

the filings will change rights and the entities that will have to

per form under existing contracts. For exanple, it asserts,

transm ssion rights for an entity on a line controlled by SoCa

Edi son before ISO inplenentation and controlled by the | SO after

i mpl enentation may have to be nodified to continue to be assured.

CMUA states that although limted use of its menbers
facilities by nongovernnental persons is pernmitted under Federal
tax laws, the substantial or uncontrolled use thereby woul d
j eopardi ze the exenption of such interest fromthe date of
i ssuance of the bonds issued to finance those facilities and
coul d expose bondhol ders to substantial liability for taxes,
interest and penalties for all open years. It states that such
[imtations need to be addressed prior to CMJA nenbers
participating in the PX and urges the Comm ssion to ensure that
public agencies and utilities that have utilized tax-exenpt debt
may participate in the PX to the nmaxi mum extent possible.

Several conmmenters opposed the proposed all ocation of, and
process of selecting, the board of directors. Sone conpl ai ned
that the Conpani es dom nated the WEPEX process and unilaterally
changed t he process of selecting board nmenbers fromthe original
recommendati on of the WEPEX participants. 98/ AWEA cont ends
that basing the selection of the non-utility category of
directors of the PX on the wei ghted average of kilowatt-hours
sold into the PX builds in a bias toward the current players who
dom nate the nmarket, discrimnates against non-utility nenbers
that may participate in nore "direct access" projects wthout
participating in the PX, and favors larger units over snaller
units. It argues that a nunber of independent power and non-
utility organizations in California that should be represented in
the PX directorship would be I eft out under the proposed
structure.

Cal Energy argues that selecting the directors fromthe Non-
utility Generators G oup based solely on prior year historical
generation is biased agai nst new conpetitors. It further

97/ Protests of CMJA, APPA, San Franci sco, LADW, SMJD.
98/ Protests of Metropolitan, TANC, Modesto.
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contends that the Conpanies' proposal to dictate all of the
structural elenments and contractual arrangenents which wll
control WEPEX prior to when the independent board takes control
has anticonpetitive potential and shoul d be restrained.

CMUA and Metropolitan propose a different makeup of the
board, which they argue woul d provide a better bal ance of
interests:

non-utility generators/sellers - 5 directors
buyers/di stribution conpanies - 5 directors
end users - 4 directors
non- st akehol der/ publ i c - 2 directors

Total : 16

Further, they argue that determnations as to specific entities
whi ch shoul d be included in the classes and how the directors in
each class are sel ected should be nmade in a col |l aborative

pr ocess.

DWR asserts that, contrary to the apparent assunptions of
the Conpanies, DWR is not a nunicipal electric systemand has
relatively little in common with nunicipal operations. Rather,
it is the Conpani es' |argest transm ssion custoner.

Conmenters characterized the requirement to submt disputes
to ADR prior to going to the Conm ssion under section 206 of the
FPA as supplanting their rights under the FPA. 99/ DWR
contends that situation is exacerbated by its not being
represented on the Governing Board by any entity resenbling D\R
Metropolitan argues that an arrangenent that is not the subject
of dispute mght require revision, i.e., where either or both
parties to the arrangenent m ght recogni ze the need for revision.
In such circunstances, it argues that it would be inappropriate
to require the parties to go through the dispute resol ution
process.

As noted above, the Restructuring Legislation inposes an
addi tional |ayer to the proposed governance structure by
establ i shing an Oversi ght Board consisting of five nenbers to
oversee the | SO and PX Governi ng Boards. The Oversight Board
woul d have two primary functions. First, it would appoint the
| SO and PX Governing Board nmenbers, which would be Iimted to
California residents. Second, it would serve as an appell ate
body for review of |ISO and PX Governing Board deci sions. The
Restructuring Legislation also prescribes a slightly different
Coverni ng Board conposition.

99/ E. g., Protests of DWR Metropolitan.
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Conpani es' Answer

The Conpani es respond that, as proposed in their
application, they could not dom nate the board, because they
woul d select directors in only the Distribution class and woul d
select only three of the five directors selected by that class.
They urge rejection of other argunments concerning the formation
of classes, a desire for nore votes, conflict of interest
standards and the nechanics of the ADR process for the reasons
stated concerning the | SO

Conm ssi on Response
Governance, Organi zation and Structure
In Order No. 888, the Comm ssion established guidelines on

| SGs. 100/ The first SO principle states that an 1SO s
gover nance "shoul d be structured in a fair and non-di scrim natory

manner." This requires, anong other things, that "an | SO shoul d
be i ndependent of any individual nmarket participant or any one
class of participants.” Furthernore, an "I1SO s rul es of

gover nance shoul d prevent control, and appearance of control of
deci sion maki ng by any class of participants.” 101/ The

partici pation of an independent |SO and PX is essential to the
devel opnent of a conplete and credible Phase Il filing to

i mpl enent the California restructuring proposal, consistent with
this guideline. Therefore, we will require that certain Phase |
filings in these proceedi ngs be made by an i ndependent | SO and
PX, as authorized herein, rather than by the Conpani es.

Both the California Legislature and the California
Comm ssion have stated their intention that the 1SO and PX
conmence operations no later than January 1, 1998. The
Conmi ssi on supports this endeavor. |In order to afford the
parties and the Comm ssion sufficient time to eval uate these
proposals and the 1 SO and PX sufficient time to inplenent any
necessary changes consistent with this tinetable, it is essential
that the | SO and PX nake their Phase Il filings no later than
March 31, 1997. Therefore, inmediate formation of the |1 SO and PX
is crucial to ensure that they will be able to nmake these
filings.

The Commi ssion also will accept the Conpanies proposed
organi zational structure for the 1SO and PX, which includes a
Coverning Board, CEQ audit and arbitration conmttees, and other
subordi nate conmttees as established. The Conm ssion will defer
ruling on the final structure until the bylaws governing the

100/ Order No. 888 at 31, 730.
101/ Order No. 888 at 31, 730-31.
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sel ection and/or election of the Governing Board nenbers, the
CEQ, and the committee nenbers have been filed in Phase |1

W also will accept the Conpani es' proposed Gover ni ng
Board class structure, as nodified by the Restructuring
Legi slation. W note that several intervenors request a nore
refined class breakdown than that contained in the original
application. These intervenors are concerned about being grouped
with other market participants with different interests. The |ISO
and PX Governing Board class representati on proposed in the
Restructuring Legislation appears to address these concerns.
Rat her than the original board conpositions (five classes for the
| SO and PX), the Restructuring Legislation proposes el even
classes for the 1SO and ten classes for the PX Governi ng Boards.
W do not expect our approval to result in a significant change
in the Conpani es' proposal. It appears that the cl asses
described in the Restructuring Legislation fit within the make-up
of the Governing Boards proposed by the Conpani es.

Simlarly, Intervenors have raised concerns over the nunber
of votes provided each class. W wll defer making a final
ruling on the voting representation of the various classes until
a proposal is submtted in Phase Il. However, we agree with the
Conpani es that the voting structure should be guided by two
overriding principles: 1) no one class should be able to bl ock
or veto action; and 2) no two classes should together be able to
forma sufficient mgjority to make deci sions. Moreover, as noted
earlier, the Conpanies' proposal provides that an entity
(including all affiliates and subsidiaries) nmay participate in
only one class. Accordingly, with these restrictions and voting
principles in place, we believe that with bal anced
representation, the Conpanies or any other class will not be able
to dom nate the Governi ng Boards.

The Conpani es have stated that both the | SO and PX wil |
i mpl enent strict conflict of interest standards for Governing
Board nenbers, staff, and consultants. The Conpanies al so state
their intent to file a long-termstaffing plan which will ensure
t he i ndependence of the 1SO and PX. 102/ W direct the ISO
to file detailed bylaws, including conflict of interest standards
that include the specific transition periods for enployees to
sever ties with former enployers where applicable, in Phase II.

The California Comm ssion is concerned that inposing
conflict of interest standards on nenbers of the |SO and PX
CGoverni ng Boards coul d mandat e abstentions and defeat the purpose
of each board s conposition, which is to bal ance the market
interests in a manner that prevents any one stakehol der group
fromdomnating the ISOor PX In the PJM proceeding, the

102/ 1SO Application at 33-34; PX Application at 37-38.
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Conm ssion clarified that there is flexibility in the nethods
used to inplenent the 1SO principles. 103/ Here we have

granted prelimnary approval of the CGoverning Boards, which wll
consi st of menbers representing various stakehol der

interests. 104/ This type of board representation differs

froma board with no stakeholders, i.e., a disinterested board.

It may be appropriate with this type of board to develop a
separate code of conduct for board nmenbers. Any code of conduct
proposed for a representative board in Phase Il nust address how
proprietary information will or will not be shared with

stakehol ders. |If separate standards for the | SO and PX Gover ni ng
Board nenbers are proposed, we will review those in Phase Il. In
addi tion, the code of conduct proposed in Phase Il for a
representative board nmust address how the potential for abuse
occasi oned by access to proprietary information of the 1SO will
be prevent ed.

Finally, the Phase Il filing should contain a detail ed
expl anati on of how the proposal conplies with the applicable |ISO
princi ples enunci ated by the Comm ssion in Order No.
888. 105/

The Oversi ght Board

As provided for in the Restructuring Legislation, the
Oversight Board will performtwo primary functions: 1) it wll
establ i sh nom nating/qualification procedures, determne the
conposition of the board representati on and sel ect the |1 SO and PX
CGoverni ng Board nenbers both initially (Start-Up Function) and in
the future; and 2) it will serve as a permanent appeal board for
revi ewi ng | SO Governi ng Board deci sions (Appellate
Function). 106/ In an effort to assist in the advancenent of
the California restructuring process, we wll grant limted
aut hori zation to the Oversight Board s Start-up Function.

The Comm ssion appreciates the California Legislature's and
the Governor's strong, bipartisan endorsenent of restructuring

103/ Atlantic Cty E ectric Co., and PECO Energy Co., 77 FERC
61,148, mneo at 36 (1996).

104/ As the Conmm ssion stated in the PJM proceeding "the
appl i cant nust address our concern that there be
know edgeabl e and effective adm nistration of the 1SQO"
Id. at 59. O course, the requirenent also would apply to
t he PX

105/ See Order No. 888 at 31, 730-32.

106/ The Restructuring Legislation does not specifically address
this Comm ssion's jurisdiction over the Oversight Board.
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the electric industry that serves California. California is the
first state in the Nation to enact a conprehensive restructuring
pl an by both the Conm ssion and the Legislature. Both the
California Conm ssion and the California Legislature are wi dely
recogni zed for the | eadership role they have played in their

pi oneering restructuring efforts. The Legislature's pronpt
enact nent of the conprehensive Restructuring Legislation
elimnated any anbiguity about the State's desire to inplenent
restructuring. W intend to give great weight to the views
expressed in the Restructuring Legislation.

The Comm ssion al so recogni zes the conplexity of the
restructuring process in California and recogni zes how t he
Oversight Board nmay hel p expedite the establishment of the | SO
and PX. As many parties have noted, the pronpt creation of these
two i ndependent bodies is a critical elenment necessary to further
devel op the state s restructuring initiative. Therefore, we
believe it is acceptable to allow the Oversight Board to perform
a start-up function, subject to all determ nations nade by the
Oversight Board being filed with the Comm ssion for our final
review in Phase Il. 107/ However, as discussed bel ow, the
Conm ssi on cannot accept a permanent role for the Oversight Board
in the governance or operations of the 1SO or appellate review
of | SO Board deci sions, because these matters are within our
excl usive jurisdiction.

Once the 1SO and PX are established and are up and running
as jurisdictional entities, they nmust be flexible enough to
respond to the market and allow for nodifications to the
gover nance provisions, including representation on the |ISO and PX
Coverning Boards, and to the voting, eligibility, and terns of
service of the various board nenbers. W do not view the role of
the Oversight Board as critical to the governance and operations
of the I SO and PX once they becone operational. Additionally,

t he Conm ssion believes that the duties assigned to the Oversight
Board under the California Restructuring Legislation will
conflict with our statutory duties under the Federal Power

Act. 108/ Therefore, we will require that the | SO and PX

107/ As discussed below, we find the California residency
requirement to be inappropriate. That finding applies to
the Oversight Board and to the initial |SO and PX Gover ni ng
Boar ds establ i shed under the Oversight Board' s start-up
functi on.

108/ As noted above, and as the Conpanies, the California
Legi slature, the California Comm ssion and the parties
recogni ze, the 1SO and PX will be public utilities subject
to the Conm ssion's jurisdiction under the Federal Power
Act .



Docket Nos. EC96-19-000 and ER96-1663- 000 - 52-

include in their bylaws to be filed in Phase Il procedures for
fulfilling governance functions after the initial start-up.

In Order No. 888, the Conmm ssion asserted its jurisdiction
over 1SCs. It stated: 109/
“. . . Because an ISOw |l be a public utility subject
to our jurisdiction, 110/ the 1SO s operating
standards and procedures nmust be approved by the
Conm ssion. In addition, a properly constituted 1SOis
a neans by which public utilities can conply with the
Conm ssion's non-discrimnatory transm ssion tariff

requirements. "

The Comm ssion al so announced el even principles that it wll
apply in evaluating 1SCs. These principles include the 1SO s
gover nance; independent structure; reliability and operations;

ef fici ency of managenent; pronotion of economc efficiency in use
of and investnent in generation, transm ssion, and consunption;
the provision of electronic informtion systens; regional

coordi nation; and dispute resolution process. 111/

The duties of the Oversight Board, as promul gated under the
Restructuring Legislation, would involve, anong ot her things,
structure, governance, regional coordination, and dispute
resolution functions of a public utility that operates interstate
transm ssion facilities. Indeed, they would involve the very
matters that we specifically addressed in Order No. 888. The
actions of the Oversight Board therefore may delay or conflict
with our ability to performour statutory duty, as well as our
stated intention, to regulate 1SCs. Simlarly, the Oversight
Board woul d engage in an appellate function over matters that are
within this Comm ssion's exclusive jurisdiction. The Conm ssion
cannot del egate these responsibilities to an Oversi ght Board.

The Comm ssi on has exclusive jurisdiction under the FPA to
regul ate the rates, ternms and conditions of transm ssion of
electric energy in interstate conmerce and sales for resal e of
electric energy in interstate conmerce by public utilities. It

109/ Order No. 888 at 31, 730-72.

110/ A public utility is any person that owns or operates
facilities used for the transm ssion of electric energy in
interstate commerce or the sale of electric energy at
whol esale in interstate commerce. An ISOw |l operate
facilities used for the transm ssion of electric energy in
interstate commerce and thus will be subject to the Open
Access and QASI S rul es.

111/ Order No. 888 at 31, 730-31.
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is well established that Congress has the power under the
Suprenmacy O ause of Article VI of the Constitution to preenpt
state law. 112/ Thus, the States may not |egislate or

pronul gate regulations in areas that have been preenpted by
Federal Law or regulation. The preenption may result from
federal agency action taken within the scope of its
congressional |y del egated authority. 113/ The Conm ssion
bel i eves that the continuing functions of the Oversight Board
establ i shed by the Restructuring Legislation would conflict with
our statutory duties under the FPA and should not remain a part
of the I SO structure, governance, and operations proposal.

Accordingly, the Phase Il filing by the |1 SO and PX nust
provi de governance and di spute resol uti on procedures that do not
i nvol ve the Oversight Board. The 1SO and PX will have to include
in their proposed bylaws in Phase Il provisions to replace
out goi ng Governi ng Board nmenbers that do not involve sel ection by
the Oversight Board, as well as ADR procedures that do not
i nvol ve appeal to the Oversight Board, consistent with this
di scussi on.

Resi dency Requi r enent

The | SO and PX Governing Boards will have a direct effect on
matters that are within this Comm ssion's exclusive jurisdiction:
sales for resale of electric energy in interstate commerce by
public utilities and transm ssion of electric energy in
interstate comerce by a public utility. Under section 205 of
the FPA, rules, regulations, practices or contracts which in any
manner affect or relate to jurisdictional rates or services nust
be filed with the Conm ssion. Further, under sections 205 and
206 the Conm ssion nust ensure that regul ations and practices
that affect jurisdictional rates and services do not result in
any undue di scrimnation or preference; the Conm ssion has the
authority, and indeed the obligation, to renedy such unduly
discrimnatory or preferential regulations and

112/ Northwest Central Pipeline Corp. v. State Corporation
Conmi ssi on of Kansas, 489 U S. 493, 509 (1989). See al so,
Schnei dwi nd v. ANR Pipeline Co., 485 U S 293, 300 (1988)
(congressional intent to preenpt will be inferred where,
among ot her things, a "state |aw stands as an obstacle to
t he acconplishnent of the full purposes and objectives of
Congress.").

113/ Loui siana Pub. Serv. Commin v. FCC, 476 U.S. 355, 368-69
(1986) .
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practices. 114/ The Conmm ssion therefore as a matter of |aw
nmust elimnate any unduly discrimnatory or preferentia
provisions that relate to the Governing Boards that will oversee
jurisdictional activities. As discussed bel ow, the Governing
Boards' residency requirenent is such a provision.

Whi | e the Conm ssion recogni zes the difficulty of building a
regi onal consensus on the structure of the new market, we believe
that the requirenment that all menbers of the | SO and PX Governi ng
Boards be residents of California is unduly discrimnatory. The
Conmi ssion s primary goal in Order No. 888 was to provide for
br oad- based, non-di scrimnatory, open-access transm ssion
service. Any provisions that limt the provision of non-
discrimnatory transm ssion service in interstate conmerce, or
that may unduly favor certain sellers or buyers to the exclusion
of others, are inconsistent with that goal.

The residency requirenent is inconsistent with the
Conmi ssion's goal of ensuring broad-based transm ssion and will
act to discourage participation in the 1SO by out-of-state
entities by denying them nmeani ngful representation. |f a board
is not open to broad representation, it has the potential to
result in undue discrimnation and undue preference by favoring
certain sellers or buyers to the exclusion of others. As
recogni zed by the Joint Parties, in order to establish any
nmeasure of regional coordination, the governing structures of the
| SO and PX nust be open and accessible to all regional
participants. |In addition, the California-only residency
requirement is at odds with the intention to all ow and encourage
non-di scrimnatory participation of non-California buyers and
sellers in the 1SO and PX

In order to ensure that the structure of the 1SO and PX is
open and accessible to all stakeholders in the California
restructuring, which may include non-California residents, the
CGoverning Boards for the 1SO and PX cannot be limted to
California residents. Accordingly, we reject the California
resi dency requirenent.

D rect Access

In Order No. 888, the Comm ssion stated that it has
jurisdiction over rates, terns and conditions of the interstate
transm ssion portion of any retail direct access transaction by a
public utility (such as the 1SO that occurs voluntarily or as a

114/ Cf. Central lowa Power Coop. v. FERC, 606 F.2d 1156 (D.C
CGr. 1979), in which the court upheld the Conm ssion's
determ nation that a restrictive menbership provision in
a power pooling agreenent was unduly discrimnatory under
t he FPA and nust be nodifi ed.
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result of a state retail access program 115/ The Conpani es
have proposed a direct access reciprocity condition that would
apply to entities participating in both intrastate (in this
context, within the State of California) and interstate
transactions. In order for the Comm ssion to act on this
proposal, we direct the Conpanies and the California Conm ssion
to describe nore clearly the scope of the proposed intrastate

reciprocity condition. In addition, we direct the Conpanies to
provide a nore detail ed description of their interstate
reci procity proposal. For exanple, the Conpani es should explain

and fully support what result would obtain if another state did
not inplement retail access. Furthernore, the Conpanies shoul d
explain the effect on conpetition in California if, as a result
of the proposed interstate reciprocity condition, transm ssion-
owning utilities fromoutside of California, as well as their
affiliates, were barred fromconpeting in the California retai
market. Would those utilities be able to participate in the |1SO
and PX? Finally, the Conpanies are directed to explain their
proposals in light of the restrictions in sections 212 (g) and
212 (h)(1) of the FPA. W also invite all other parties,

i ncluding the California Conm ssion, to comment on these issues.

Several non-public utilities request clarification on the
nmeani ng of "corporate affiliates" with respect to the reciprocity
condition. These entities are concerned that all nenbers of
their organizations will be affected by one nenber's actions. In
Order No. 888, in response to argunments rai sed by cooperatives
and joint action agencies, we agreed to limt the reciprocity
condition to only corporate affiliates. 116/

As originally filed, the ISOis responsible for enforcing
the intrastate direct access reciprocity condition. Some
intervenors argued that it is inappropriate for the ISOto
performthis function. W note that the Restructuring
Legislation codified the intrastate reciprocity condition, and,
as pointed out by the Joint Parties, disputes can now be taken
directly to the courts. In light of the Restructuring
Legislation it will no | onger be necessary for the 1SOto enforce
the direct access reciprocity condition. Therefore, the
i ntervenors' argunents are noot.

115/ Order No. 888 at 31, 781.
116/ Order No. 888 at 31, 763.
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Al ternative D spute Resolution Procedure

As descri bed above, the Conpani es have proposed a "basebal | "
type arbitration step as part of their ADR process, whereby each
party submts its best single offer and the arbitrati on panel
accepts one of the parties proposals. The Conpanies state that
this type of arbitration procedure will engender reasonable
settlenment proposals fromthe interested parties since
unr easonabl e proposals wll be rejected by the arbitration panel.
The Conpanies state that their proposed ADR procedure is based on
the ADR procedure accepted by the Conm ssion in the WRTA
Agr eenent .

Qur review indicates that there are certain differences
bet ween the ADR procedure outlined in the WRTA Agreenent and t hat
proposed by the Conpanies. Specifically, the ADR process
outlined in the WRTA Agreenent provides the arbiter nore
di scretion in determ ning whether the parties' best offers are
consi stent with then-applicable Comm ssion standards and
policies. 117/ W direct the Conpanies to incorporate in
their Phase Il ADR proposal the additional flexibility provided
arbiters under the WRTA ADR procedure.

Super-Majority Voting Requirenent

As noted above, the California Comm ssion reconmends that
the 1 SO Governing Board be permtted to approve certain actions
(such as creating new congestion zones; reconmendi ng transm ssion
upgr ades; standardi zi ng mai nt enance, rating and operating
standards, and offering new services) with a sinple magjority vote
rather than by a super-majority vote. The Comm ssion agrees in
part with the California Comm ssion's reconmendations. Wth
regard to the standardization of nmaintenance, rating and
operating standards, and the offering of new services, the
Conmi ssi on agrees that the |1 SO should have the flexibility to
respond to changes in the marketplace. As the sole proprietor of
certain critical services and the single entity charged with
mai ntaining the stability and reliability of the transm ssion
system the I SO nmust have the ability to respond to changi ng
circunstances and conditions and not be constrai ned by a super-
maj ority voting requirement that nmay unnecessarily del ay needed
revisions to standard operating practices.

VW will not address the California Conm ssion's
recommendations for a sinple majority vote to create new
congestion zones or reconmend transm ssion upgrades at this tine.
As discussed later in this order, the zonal transm ssion
congestion pricing and transm ssion expansi on proposals require
greater detail. Therefore, we will address the voting

117/ See Section 12.3 of the WRTA Agreenent.
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requirements pertaining to these matters in Phase II. W
disagree with CalEnergy s interpretation that the Restructuring
Legislation only requires a sinple majority vote for all |SO
CGoverning Board actions. It is our opinion that the

Restructuring Legislation's reference to "nmajority decisions" is
applicable to either a sinple or super majority and that the
Conpani es' proposal to require a super-nmgjority for nost
Coverni ng Board actions appears to be reasonabl e.

Peri odi ¢ Revi ew

As described in the application, the Conpanies propose to
include in the 1SO and PX bylaws a requirenment that the CGoverning
Boards submt to the Conm ssion every five years a recomendati on
on whether the class structure needs to be nodified, with the
first such filing to be nmade after three years. The Comm ssion
agrees that the 1SO s and PX s governance structure should be
reviewed initially after the first three years of operation. The
Conm ssion will al so consider the necessity of further reviews at
that time. W decline to adopt suggestions by the California
Comm ssion and ot hers that we conduct this review sooner and/or
nore often. W also decline to adopt EPUC s recommendati on t hat
we adopt a nonitoring programto review the overall workings and
structure of the SO and PX. W believe that a periodic review,
as suppl emrented by section 206, will ensure that the structure
and functions of the 1 SO and PX are reasonable. The |SO needs
sufficient operational experience to afford a nmeani ngful review
W doubt that one or two years of experience is a sufficient
amount of time. However, we note that any interested party has
the right to file a Section 206 request for review of the SO s
governance structure at any tinme, or the Conmm ssion nmay institute
an investigation on its owm notion at any tinme. Finally, we
decline to adopt EPUC s recommendati on that we consi der the need
for an 1 SO technical advisory commttee. As proposed, the |ISO
and PX Governing Boards will have the ability to form subordinate
advi sory conmittees in order to address certain issues and
t heref ore Conm ssion action is unnecessary.

Exi sting Contracts

The Phase Il filing should contain a conplete list of al
exi sting contractual arrangenents. The Phase Il filing should
explain in detail how existing contractual arrangenments will be
handl ed by both the PX and the 1SO To the extent such existing
contractual arrangenents conflict with the protocols and
operating practices proposed under either the SO or the PX, the
Phase Il filing should explain howthe SO and PX will reconcile
t hese differences and acconmodat e t he arrangenents on a non-
di scri m natory and conpar abl e basi s.

For exanple, the California Comm ssion states that the
distinction between firm and nonfirm transm ssion service nay
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no | onger be applicable or recognized under the new narket
structure. The Phase Il filing nust address how the SO w ||
provi de the existing contractual obligations under its
oper ati ons.

In addition, the Phase Il filing nust address how exi sting
bil ateral sales of non-firmenergy, system power, and unit power,
as well as existing requirenents service will be provided under
the PX s operating protocols. Finally, the Phase Il filing mnust
specifically address how existing firmentitlenents will be
automatically scheduled into and through the PX and 1SOin
constrai ned situations and what priority these transactions wl|
have vis a vis other PX and | SO schedul es.

Moreover, we agree with the California Comm ssion s
statenments that the | SO be avail able to advise parties regarding
the renegotiation of existing contracts. To the extent parties
wi sh to honor or renegotiate existing contracts the | SO shoul d,
at a mninmum be available for consultation on all technical or
oper ati onal issues.

D. The Application To Transfer Qperational Control To An
| ndependent Syst em Qper at or.

1. Aut hori zati on Under Section 203 of the FPA to
Transfer Qperational Control to the | SO

As noted in the Joint Statenment, the Restructuring
Legi slation identifies additional 1SO responsibilities not
specifically addressed in the |1SO Application. These
responsibilities for the nost part concern systemreliability.
For exanpl e, section 348 of The Restructuring Legislation
requires the SO to adopt inspection, nmaintenance, repair and
repl acement standards for the transm ssion facilities under its
control. Section 349 requires the ISOto performa review
following a major outage. Furthernore, if the SO finds that the
operation and mai ntenance practices of the transmssion facility
owner or operator prolonged the response tine or contributed to
an outage, the | SO nmay order appropriate sanctions, subject to
Conmi ssi on approval. Section 350 requires the 1SOto prepare
reports based on various reliability and nai ntenance criteria.
In addition, section 360 provides that the California Conm ssion
shall ensure that filings are made with the Conmm ssion giving the
SO the authority to secure generating and transm sSion resources
necessary to guarantee achi evenent of planning and operating
reserve criteria no |l ess stringent than those established by WSCC
and NERC. The Joint Statenent indicates that the Phase |
filings will describe how t hese expanded responsibilities will be
acconpl i shed.

The Joint Statenent notes that the Restructuring Legislation
does not address the extent or nature of the 1SO s control over
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transm ssion facilities. The Conpanies state that "[w hile the
ISOw |l have the necessary authority over all 1SO transm ssion
facilities, criteria will be devel oped as part of the Phase II
filings to determ ne which transmssion facilities will be under
the control of the 1SO" 118/

In its supplenmental coments, the California Conmm ssion
maintains that the facilities the 1SO needs to control wll be
determ ned nore by practical operational necessities that wl|
beconme apparent after the 1SOis up and running than by any fixed
determ nation made at this tinme. The California Conm ssion
asserts that the facilities under the control of the |ISO nay or
may not include all Conm ssion jurisdictional facilities and that
the 1SO s ability or need to control facilities nmay change over
time.

In addition, the California Comm ssion requests that the | SO
be permtted to: 1) own the necessary information technol ogy
(i.e., metering equi prrent and SCADA equi pnent) to efficiently
nonitor the power grid; and 2) standardize the operation and
mai nt enance procedures, ratings, and renedial action plans
(consistent with WSCC criteria) of each of the Conpanies. The
California Conm ssion states that these recommended changes wil |
permt the 1SOto fulfill its responsibilities to maintain the
reliability of the grid and to change any potentially conflicting
standards anong the Conpani es operating procedures.

In response to the California Comm ssion, the Conpanies
agree with the recommendation that the |1SO be given the authority
to devel op a standard set of operation and mai ntenance and ot her
procedures that are consistent with WSCC criteria. The Conpani es
state that the WBCC is in the process of revising its criteria,
but that the process of conbining the individual transm ssion
owners' criteria into a single agreed-upon set will require
ext ended di scussions. |In the neantinme, the Conpani es contend
that the ISOw Il have to conply with the reliability standards
of NERC, WBCC, and each transm ssi on owner.

The Conpanies al so state that the California Comm ssion s
recommendation that the | SO be permtted to own nonitoring
equi pnent may be unnecessary. Al though the |1SO as proposed can
own nonitoring equi prrent, the 1SO can obtain access to
i nformation from exi sting transm ssion owner equi pnent.

118/ Joint Statenent at 16.
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Conm ssi on Response

W find that the proposed transfer of control of the
Conpani es' jurisdictional transmssion facilities to the ISOis
consistent with the public interest and should be conditionally
aut hori zed subject to future filings and certain conditions as
di scussed below. There are a nunber of unresolved issues
concerning the 1SO that affect our decision

First, the I SO has not yet been formed. Moreover, the
facilities subject to its control and the extent of its
operational control have not been determned. It therefore would
be premature to grant unconditional Section 203 authorization at
this time. Consequently, as a condition to our final approval of
Conpani es transfer of operational control over their
transm ssion facilities, we will require that once the proposed
agreenents are drafted which adequately specify the facilities
and the extent of operational control over jurisdictional
facilities being transferred, such agreenments nust be filed with
and approved by the Comm ssion in Phase I1I.

Second, to the extent the | SO determ nes in Phase Il that
other facilities need to be transferred to its control in order
to operate reliably, the Conpanies nust agree to transfer
operational control of the additional facilities. The |ISO nust,
of necessity, have the authority to decide what facilities will
constitute the SO Gid. The ISO nust independently determ ne

which facilities it deens necessary to fulfill its control area
responsibilities. Therefore, as a condition to authorization,
t he Conpani es nust agree that they will honor any subsequent | SO

determ nation with respect to the facilities it deens necessary
to performits control area operation functions.

Third, the Phase Il filing nmust denonstrate that the
transm ssion facilities that will be under the | SO s operationa
control will be sufficient to mtigate the Conpani es
transm ssion market power. In connection with this show ng, we
note that the Conpanies state that it nay be necessary to provide
transm ssi on services to whol esal e custoners over facilities that
will not be placed under the 1SOs control. Specifically, SoCa
Edi son and P&E will file open-access tariffs for whol esal e
service over non-1SO facilities, to becone effective concurrently
with the commencenent of |SO operation. 119/ Therefore,
SoCal Edi son and PG&E nust denonstrate that their individua
tariffs in conjunction with the 1SOtariff will not allowthe
exerci se of transm ssion market power.

119/ San Diego does not currently serve any whol esal e custoners
over facilities that will not be controlled by the ISQ
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As stated above, it is premature to prescribe at this tine
the exact facilities that the ISOw Il initially need to operate
in order to fulfill its control area responsibilities. W
realize that the formation of the 1SOis a work in progress, and
that the establishment of the |1 SO nay be inplenmented in any
nunber of possible ways (e.g., a staggered or phased
i mpl enentation). Accordingly, we agree with the California
Comm ssion's conclusion that the facilities under the control of
the 1SO may or may not include all Conm ssion jurisdictiona
facilities. Furthernore, we are not now prepared to rule on cost
responsibility issues. However, we have sonme concerns regarding
operational issues, and provide guidance, as discussed bel ow.

Consistent with our determ nation in Docket No. EL96-48-000,
we grant the Conpanies request for clarification that the
initial delineation of facilities that are subject to | SO contro
can change as the uses of the facilities change and that
facilities may have nultiple uses for operational control
pur poses. However, we will require that the 1SO maintain a
conprehensive list of the facilities under its operational
control. It nmay be appropriate for the SO to maintain such
information on its OASIS. If different categories of operational
control are established or operational control of certain
facilities is delegated to others, the SO nust maintain this
information in a current and conprehensive manner. As the uses
of facilities change over tine, it will also be necessary to
clearly record all such changes.

Wil e we recogni ze that uses of facilities will not be
constant over time, we wish to establish clear |ines of
responsibility between the facilities controlled by the |ISO and
those controlled by the Conpanies. For exanple, if it becones
necessary for the 1SOto tenporarily take control of certain
facilities that are normally under the operational control of
SoCal Edison (e.g. in the event of a system contingency that
requires closing certain breakers that nmay normal |y be operated
in an open configuration), we will require that the | SO devel op
procedures and naintain records that clearly indicate which
facilities are under the operational control of the |ISO at any
particular point in tinme. The Conm ssion feels strongly that as
a matter of safety and reliability, operational responsibility
nmust be clearly defined at all tinmes. Again, it nmay be
appropriate for the 1SOto naintain the information for this
category of changes in operational control on its QASIS.

As stated above, facilities under |SO operational contro
may change because: (1) facilities may have multiple uses and
the uses of the facilities may change over tine; and (2) in
response to systemconditions, the SO may tenporarily take
control of facilities normally under the operational control of
the Conpanies. 1|In an effort to ensure maximumflexibility and
adm ni strative convenience, we will direct the ISOin its Phase
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Il filing to propose a procedure to advise the Comm ssion (and
all other parties) in a tinmely manner of subsequent transfers of
operational control of jurisdictional facilities between the | SO
and the Conpanies. For exanple, the | SO may propose a |list of
criteria that will indicate how changes in the use of facilities
wi Il cause operational control of facilities to change.
Simlarly, for the second category of facilities tenporarily
operated by the 1SO it nmay be appropriate to list the criteria
that will be used for maki ng such determ nations. The | SO and

t he Conpani es al so nmust propose a procedure for future section
203 filings with the Comm ssion for all such changes in
operational control of facilities. Al interested parties would
be allowed to file coments on such filings.

W note that under the Conpanies' proposal, the 1SOw Il be
obligated, at a mnimm to neet WSCC s, NERC s and each
conpany's specific reliability requirenments and operating
guidelines. The Restructuring Legislation further specifies |ISO
requirements to achieve certain WSCC and NERC criteria. The
Conmi ssi on considers these responsibilities critical to the
reliable operation of the 1SO 120/ Furthernore, we wll
require the 1SOto be a nenber of WSCC and WRTA. To the extent
further Comm ssion authorization is required for the ISOto

fulfill expanded control area responsibilities (e.g., inposition
of sanctions), 121/ the Conmmi ssion w |l consider such
requests in the Phase Il filing.

The Comm ssion agrees with Restructuring Legislation
provisions as well as the statements of the California Comm ssion
and others, that the | SO shoul d establish standardi zed operation
and mai nt enance, ratings, and renedial action plans.

Finally, we believe that the |1SO shoul d have the discretion
to own, and/or contract for, any nonitoring or information
technology that it may require in order to reliably and
efficiently manage the 1SO grid. Consistent with our discussion
above, the Conpani es nust agree to honor any | SO determ nation
with regard to the nmonitoring and information equi pnent the | SO
may deem necessary to operate the 1SOgrid. 1In addition, the
Conpani es have stated their intent to establish a transm ssion
systeminformation network, or QASIS. The Conmi ssion directs the

120/ As the Conmi ssion stated in the PJM proceedi ng, ". a
prerequisite to the formati on of any | SO that woul d be
acceptable to the Comm ssion would include a commtnent to
conply with the standards set by NERC and the appropriate

regional reliability council." See Atlantic Gty Electric
Co., et al., and PECO Energy Co., 77 FERC 61, 148, m neo at
45 (1996).

121/ See Restructuring Legislation 349.
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ISOto develop, and file in Phase Il, an information network that
is consistent with the Conm ssion s OASIS network outlined in
Order No. 889. 122/

2. Transm ssion Pricing |ssues
A Transm ssi on Access Fee

Led by CMJUA, nunerous intervenors oppose the Conpani es
transm ssion pricing proposal. 123/ For exanple, Los Angel es
contends that the Conpanies' pricing proposal would shift
benefits fromcustoners such as those on Los Angel es' system
whi ch invested heavily in transm ssion assets, to all |SO
custoners that would be able to use these assets at no additi onal
cost.

EPUC supports the Conpani es' proposal, and suggests that the
Comm ssion defer to the California Comm ssion on cost allocation.
However, EPUC requests that the Conm ssion make sure that
custoners pay only for facilities they use.

CMUA opposes the service area-based access fee proposal as
i nappropriate for an integrated 1SO Southern G ties, Azusa and
Banni ng, NCPA, and Reddi ng support this position. CMJA clains
the access fee violates the Comm ssion's transm ssion pricing
principles, and is not the best proposal for the future of
integrated grid operation. 1In view of the systemintegration
under the SO CMJA states that the access fee should (1)
recogni ze benefits of pooled transm ssion, (2) provide for
econom ¢ expansion of the grid in response to growh and narket,
and (3) mtigate the ability to exercise narket power. CMJA
contends that the Conpani es' proposal doesn't allocate costs
consistent with benefits of the integrated grid.

A nunber of intervenors, including CMJA and Los Angel es,
argue that the Conpani es' pricing proposal doesn't conply wth
the Conm ssion's transm ssion Pricing Policy Statenent or the
principles for 1SCs established in Order No. 888. According to
t hese parties, the Conpani es proposal fails to conply with
princi ples of cost causation, recovery of total revenue
requirements for all transm ssion owners, price conparability,

122/ Open Access Sane-Tine Information System (formerly Real - Ti ne
I nformati on Networks) and Standards of Conduct, O der No.
889, 61 Fed. Reg. 21737 (May 10, 1996), FERC Stats. & Regs.
31,035 (1996) (OASIS or Oder No. 889).

123/ Among others, SMUD, TANC, LADWP, Southern Cities, NCPA the
Cty of Palo Alto, California (Palo Alto), and the Gty of
Reddi ng, California (Redding) support CMJA s position.
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ef fici ency, avoi dance of cost shifts, fairness, practicality, and
avoi dance of pancaked rates or "and" pricing.

Several intervenors claimthe proposed access fee violates
cost causation principles. For exanple, Los Angel es states that
the sel f-sufficiency test creates subsidi zed use of the
integrated regional transmission grid and is not an acceptabl e
way for the 1SOto expand the grid and mtigate market
power. 124/ Simlarly, CMJA argues that the test locks in
hi storical patterns based on |ocation, regardl ess of cost
causation in the context of network service. Sone intervenors
argue that the proposal to charge wheeling custoners the
transm ssion access fee of the transm ssion owner |ocated at the
poi nt the power exits the grid is inconsistent with cost
causation principles as well as recovery of the transm ssion
owners' revenue requirenents. 125/

CMUA and Southern G ties argue that the Conpani es' proposa
does not neet the Comm ssion's revenue requirenent standard
because the proposal is designed to recover only the Conpanies'
revenue requirenments, not the revenue requirenments of the other
transm ssion owners naking facilities available to the |ISQ

Sone intervenors argue for close scrutiny of |1SO costs such
as control centers, conmputers, and other equi pnent, since these
costs will end up in the 1SO charges. Al so, other transm ssion
owners nmay have avail abl e equi prent they should have the right to
bid or lease to the 1SO 126/

CMUA argues that the Conpanies' proposal fails to nmeet the
conparabi lity standard, because access charges are based on
| ocation. 127/ Also, sone intervenors argue that wheeling-
t hrough transactions violate the conparability standard. For
exanpl e, CMJA argues that different rates apply to North to South
transactions than woul d apply to South to North transacti ons,
even if the same parties and sanme distances are invol ved.

CMUA argues that the Conpanies' proposal is econonically
inefficient, because it provides incentives for participants to
oppose system expansi on projects, and because the self-

sufficiency test will provide transm ssion-dependent utilities
incentives to | ocate generation where it woul d increase

124/ See, e.g., Protests of APPA, NCPA, CMJA, Reddi ng, Vernon,
and MS-R

125/ See Protests of CMJUA, Reddi ng and Los Angel es.

126/ See Protests of Redding and DV\R

127/ Southern Cities support CMJA s position.
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congestion. SoCal Gas argues that the Conpanies' proposal fails
to consider the long-run investnent inplications of |ocation of
addi ti onal generation, transm ssion and customers' investnents.

A nunber of intervenors argue that significant cost shifts
woul d result fromthe proposal to roll in rates within the
Conpani es' service areas. This is particularly true for
custoners in P&E s control area, where the conpany had sub-
functionalized its transm ssion systeminto five unbundl ed
functions years ago. 128/ They al so argue that the proposed
rate design will cause major cost shifts to some transm ssion
dependent utilities such as SMJD, 129/ or benefits shifts
away fromtransm ssion owners that invested in higher cost
facilities. 130/ Metropolitan argues that the proposed
access charges only prevent cost shifts anong the three utilities
and don't address the problemof cost shifts that will occur
among custoner classes within a utility's service territory.

CMUA contends that the proposed access fee violates the
single tariff requirenent in Order No. 888. CMJA states the
proposal to charge transm ssion dependent utilities an additional
amount is unclear, and may result in significant additional costs
t hrough pancaked rates for the transm ssion dependent utilities.
CMUA al so argues that proposed access fees are not a grid-w de
tariff or a single rate since the access fee is different for
each Conpany's control area.

CMUA proposes an alternative transm ssion access fee, which
it clainms satisfies the Comm ssion's pricing policies, encourages
broad |1 SO participation, and best fits the future expected
operation of the California market. Under CMJA' s proposal, the
| SOwould identify facilities as regional transmssion facilities
(RTF), local transmssion facilities (LTF), and generation tie
facilities (GIF). The I1SO technical commttee would nake a
recomendation to its Board regarding this delineation on a case
by case basis. Once grouped in the categories, costs would be
al | ocated accordingly, and conbined function facilities would be
apportioned equitably. Regarding rate design, CMJA suggests a
single, 1SOWde RTF rate based on RTF costs divided by expected
peak demand, adjusted for wheeling through consunmers who al so
woul d pay the RTF rate. Various LTF rates would correspond to
the | ocal area costs. The Conpanies, SoCal Gas, and San
Franci sco oppose CMJA's rate design proposal. San Francisco
clains it would result in huge cost shifts to the customers of
PGEE.

128/ See, e.g., Protests of DWR and CMUA
129/ See, e.g., Protests of CMJA and SMJD
130/ See Protest of Los Angel es.
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SoCal Gas proposes a two-part access fee that it contends
will recognize the functional differences on the 1SO grid, would
pronot e economic efficiency, and woul d di m ni sh uni nt ended
consequences to the natural gas industry. SoCal argues that the
Conpani es have not adequately exam ned the use of a two-part
access fee with local and non-local differentiation. According
to SoCal Gas, its two-part fee is economcally efficient, since
it recogni zes the two separate functional uses of the | SO system
(a) to inport power fromout of state, and (b) to provide power
to the electric distribution network. SoCal gas argues its
proposal al so woul d avoi d di sadvantages to the natural gas
generation industry. SoCal Gas argues that its proposal neets
all of the criteria set forth in the Conm ssion's Transm ssion
Pricing Policy Statenent.

The California Comm ssion nmaintains that it is premature to
support a specific rate design for the access fee at this tine.
However, to assist in the collaborative effort for the Phase 11
filing, the California Conm ssion suggests sone general gui dance.
For exanple, the California Comm ssion supports tine-
differentiated transm ssion pricing. The California Conm ssion
notes that the proposed transm ssion access charge will alleviate
pancaki ng across systens (horizontal pancaking) because only one
transm ssion access fee will be charged for use of the 1SOgrid
facilities. However, depending on how transm ssion service is
unbundl ed, the California Conm ssion is concerned that the
transm ssion access fee rate design may provide for vertical or
i nternal pancaking. Therefore, the California Conm ssion
recommends that the Conm ssion require the parties to devel op
solutions that avoid internal pancaking.

In response to the California Comm ssion's statenent in
favor of cost causation, the Conpani es assert that this statenent
shoul d not be read to be an endorsenent of the proposals of the
muni ci pal entities or Socal Gas. Moreover, the Conpani es believe
that the initial access charge may be resol ved by the
Restructuring Legislation. To the extent it has not been
resol ved, the Conpanies state that the California Conm ssion s
access charge recommendati ons shoul d be addressed in Phase |1

The Conpani es al so argue that the access charge all ocates
sunk costs, rather than increnental costs (which would be
al | ocated through usage charges and | osses). G ting Professor
Hogan's testinmony at the Comm ssion's August 1, 1996 Technica
Conf erence, the Conpanies note that the allocation of sunk costs
shoul d be acconplished in such a way as to avoi d influencing
usage patterns and di spatch. 131/

131/ Tr. at 274-76.
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In response to the California Comm ssion's reconmendati on
that the SO offer pricing reflecting time-differentiated demand,
t he Conpani es point out that their usage charges and | osses are
time-sensitive, and that time sensitive transm ssion access
charges may be exam ned in Phase Il of these proceedi ngs.

The Conpani es dispute the California Comm ssion's concern
that internal rate pancaki ng may occur, because the Conpani es
wi Il have turned over to the ISO all of their transm ssion
facilities. Thus, customers would pay a single access charge for
transm ssion and a separate charge for distribution. Therefore,
t he Conpani es assert that internal pancaking could only occur if
ot her transm ssion owners do not join the SO or if they do not
transfer control of all of their transmssion facilities to the
| SO The Conpani es believe this nay be resol ved by the
Restructuring Legislation's policy encouraging |ocal publicly-
owned utilities to join the |ISO

In the Joint Statement, the Joint Parties state that the
Restructuring Legislation affects anmong ot her things, the
transm ssion access charge. The Cbnpanles state that section
9600(a) of the Restructuring Legislation endorses initial
adoption of the proposed access charge framework and establishes
a process to resolve the matter, subject to Conm ssion approval,
during the first two years of |1SO operation. 132/

In response to the Joint Statenent, nany comenters,
i ncluding SoCal Gas, DWR, Watson, TANC, Metropolitan, SMJD, Azusa
and Banni ng, Vernon, and NCPA contend the Joint Parties overstate
the Restructuring Legislation's inport regarding the initial rate
nmet hodol ogy. These conmenters dispute the Joint Parties' claim
that the Restructuring Legislation specifies the ISOs initia
rate net hodol ogy to be the nethodol ogy proposed in the
application. According to these conmenters, the parties are not
precl uded fromchal | engi ng, and the Conmi ssion is not pr ecl uded
fromrejecting, the nethodology to be proposed by each conmpany in
its initial transm ssion access charge. As TANC states, the
Restructuring Legislation merely sanctions the concept of a
utility-specific access charge for an interimperiod, and no
party is precluded fromraising any issues related to this
charge. Moreover, NCPA points out that the initial rate shoul d
be revenue neutral and not adversely affect contract rights.

Regarding the |ong-term pricing nethodol ogy, CMJA states
that the Restructuring Legislation prescribes inportant
principles that the 1SO nust follow in making a proposal and that
the legislation prescribes in detail a default pricing nechani sm
if the parties do not reach agreenent. SoCal Gas conments that
its proposal is consistent with the spirit of the Restructuring

132/ Joint Statenent at 2-3.



Docket Nos. EC96-19-000 and ER96-1663- 000 - 68-

Legi slation. Many commenters, including NCPA, CMJA, DWR SMJD
Azusa and Banni ng, and San Franci sco enphasi ze the inportance of
honori ng existing contracts. SMJD al so comments that the
Conpani es need to clarify their proposed treatnent of wheeling
revenues in light of the Restructuring Legislation requirenent
that such revenues be retained by transm ssion owners. In
addition, San Francisco and CMJA note with concern the coment in
the Joint Statenent that the Conpani es are working with

st akehol ders to develop a long termrate methodol ogy, because it
is the SO not the Conpanies, that nust develop the rate

pr oposal .

SMUD reiterates its position, recognized in the
Restructuring Legislation, that the participation of nmany
publicly owned utilities such as SMJUD will depend on the ability
of such utilities to transfer facilities w thout jeopardizing the
tax exenpt status of their bond financing.

Cal Energy requests that the Conm ssion provide gui dance as
to whether the Restructuring Legislation pricing provisions are
accept abl e, because, in Cal Energy's view, the Restructuring
Legi sl ati on appears to have superseded t he Conpani es
transm ssi on access pricing proposal.

TANC states that although the Restructuring Legislation
provi des a rate nethodol ogy applicable to new facilities, this
does not dimnish the Conmssion's authority to approve such
nmet hodol ogy or the resulting rates.

The California Comm ssion supports the principle of
al | ocating costs based on cost causation and states that it wll
use this approach in reviewi ng the Phase Il application. It
supports a tinmely consensus on these issues resulting fromthe
framewor k established in the Restructuring Legislation and from
ongoi ng negoti ati ons.

Conm ssi on Response

In Order No. 888, the Comm ssion concluded that it has
jurisdiction over the transm ssion conponent of an unbundl ed
interstate retail wheeling transaction provided by a public
utility. 133/ In instances of unbundled retail wheeling that
occurs as a result of a state retail access program the
Conmi ssion stated that it will defer to reconmendations by state
regul atory authorities in certain matters, including howto
all ocate costs for such facilities to be included in rates,
provi ded such recommendati ons are consistent with the essenti al

133/ Order No. 888 at 31, 784.
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el ements of Order No. 888. 134/ In this regard, we

encouraged public utilities and their state regul atory
authorities to attenpt to agree to utility-specific
classifications and allocations that the utility nmay file at the
Cormm ssi on.

Qur prelimnary review indicates that the Conpanies’
transm ssion access charge rate proposal appears to be a
reasonabl e net hod of recovering their individual transm ssion
revenue requirenments. 135/ Consistent with Order No. 888, we
direct the Conpanies to continue to consult with the California
Conm ssion in preparing the details for their Phase Il filings.
W rem nd the Conpanies that the Phase Il filings nust include
conpl ete section 35.13 cost support in sufficient detail to
support the proposed cost allocation and rate design. 136/ A
nunber of intervenors have commented that they reserve the right
to protest or comment on the Conpanies' rate filings in Phase Il
W assure the parties that we will afford them an opportunity to
present their views on these and all other aspects of the Phase
Il filings.

An integral conponent of the Conpanies' transm ssion access
charge is the "self-sufficiency" test. W note that many
i ntervenors express uncertainty about this concept. W agree.

The Phase Il filing should provide greater detail regarding the
cal cul ation and ratemaking effect of this test. Specifically,
the Phase Il filing nust include an expl anation of how charges

collected froman entity will be credited back to the
transm ssi on owner whose systemthe custonmer utilizes. The Phase
Il filing should also clearly define dependabl e generati on and
firminport capability, and should explain why these criteria are
necessarily accurate indicators that a utility is not dependent
upon the transm ssion system of another transm ssi on-owni ng
utility.

Finally, the Comm ssion is concerned that one aspect of the
Conpani es' access charge proposal may prove to be unduly
discrimnatory. 1In light of SoCal Edison's decision to exclude

134/ 1d.

135/ In our recent action on the proposed restructuring of the
PJM power pool, we stated we woul d accept the Supporting
Conpani es' zonal rate pricing nethodology for an initial
period because it avoi ded significant cost shifting.
Simlarly, we would accept the Conpani es' proposal for an
initial period for the sane reason. (See Atlantic City
El ectric Co., et al. and PECO Energy Co., 77 FERC 61, 148
(1996).)

136/ See 18 C.F.R  35.13 (1996).
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fromthe 1SOgrid certain facilities which may be used to serve
certain whol esal e custoners in the future, whol esal e custoners

| ocated within SoCal Edison's service territory may have to
obtai n service under two separate Conm ssion-jurisdictional
tariffs. To the extent other 1SO transm ssion custoners have
access to the transm ssion systemunder a single tariff, SoCal
Edi son custoners nay raise a legitimte concern regarding
discrimnatory treatment. As we have previously stated, it wll
be necessary to address these and other concerns in the Phase |
filing. 137/

The Restructuring Legislation outlines a process whereby the
| SO staff and Governing Board have a two-year period to study the
original access charge nethodol ogy and to evaluate alternatives
based on certain principles including an equitabl e bal ance of
costs and benefits. The legislation outlines three possible
procedural outcones for determning the | SO s access charge.
First, if the | SO CGoverni ng Board reaches a consensus on a
proposed rate nethodology, it will then submt its reconmendation
to the Conm ssion. The | SO Governing Board is free to sel ect any
access charge rate nethodol ogy advocated in these proceedi ngs
(e.g., autility-specific, regional-local, or state-wide ISOrate
nmet hodol ogy) .

Second, if the SO Governing Board fails to reach a
consensus deci sion on the rate methodol ogy, the rate methodol ogy
will be determ ned through the SO s ADR process. If the ADR
process is successful, the rate methodology will be filed with
the Conmssion. Finally, if the ADR process is unsuccessful, the
Restructuring Legislation provides that the ISOw ||l recomend to
the Conm ssion a two-part default rate nethodol ogy consisting of
(1) a uniformregional transm ssion access charge; and (2) a
utility-specific | ocal transm ssion access charge. 138/

Regar dl ess of the procedural process, the | SO reconmended
rate nethodology is to be filed with the Comm ssion at | east
sixty days before the end of the two-year period. If the |ISO
CGover ni ng Board-recommended or the ADR-recommended rate

137/ PGEE proposes that nost of its transmssion facilities under
the 1SO Tariff be based on rolled-in rates (as opposed to
its historical sub-functionalized rate design). P&E al so
proposes to file a separate tariff for whol esal e
transm ssion service over non-1SO facilities. 1In its Phase
Il filing, it will be necessary for PGE to support its rate
design and its use of nmultiple tariffs.

138/ Section 9600(a)(2)(C of the Restructuring Legislation
defines regional facilities as transmssion facilities
operating at or above 230 kV plus an appropri ate percentage
of |l ower voltage transmssion facilities.
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nmet hodol ogy is accepted, the rates are proposed to go into effect
when the two-year period ends. The default rate methodology is
proposed to becone effective on the later of the end of the two-
year period or the termnation of the stranded cost recovery

peri od.

The Comm ssion finds that the procedures outlined in the
Restructuring Legislation are consistent with Order No. 888. As
stated above, Order No. 888 encourages public utilities and their
state regulatory authorities to attenpt to agree on al
classifications and ratenaking allocations to be filed with the
Conm ssion. The consensus-bui |l di ng process of the Restructuring
Legi slation is consistent with this guidance.

In addition, our prelimnary review of the alternative
default rate design indicates that it is also a reasonabl e nethod
for recovering transm ssion costs. The default methodol ogy, as
described in the Restructuring Legislation, appears to closely
resenbl e the proposal of CMJA and other public entities. CMJA
argues that such a regional rate design is appropriate because it
nore closely tracks usage, conpensates all transm ssion owners
fairly, and is generally nore consistent with the Comm ssion s
Order No. 888 than the Conpanies proposal. 139/ A properly
desi gned transm ssion rate, consistent with the principles
descri bed by CMJA, represents an acceptable alternative
transm ssion rate applicable for SO service. It is also our
under st andi ng t hat agreenent on the default rate nethodol ogy was
an integral part of the negotiations between all the affected
parties in the drafting of the |egislation.

The third procedural outcone under the Restructuring
Legi sl ation provides for a consensus rate design resol ved through
the ADR process. As previously stated, the Conmm ssi on encourages
such a process. As with any of the three procedural outcones,
however, any change in rate nmust be tinely filed with the
Comm ssi on under Section 205.

Tracki ng Account

The Restructuring Legislation also provides for the
establ i shrent of "tracking accounts,” which would record the
di fference between the new | SO transm ssion rates (i.e., one of
t he procedural outcones outlined above), and the prior rates
proposed by the Conpanies. A tracking account woul d be
established only if the new |ISO transm ssion rate is established
under either the 1 SO Governing Board or ADR recomended
procedures outlined above. 1In addition, if the resulting rates
for any transm ssion owner are the sane as the prior rates, the
rates woul d take effect inmediately and a tracking account woul d

139/ CMJA Protest at 31-50.
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not be necessary. Under the Restructuring Legislation, if the
alternative default 1SO transm ssion rate design is ultimtely
approved by the Comm ssion, no tracking account will be

est abl i shed.

The accumul at ed amounts recorded in any tracking accounts
woul d be collected fromcustoners after the retail stranded cost
recovery period ends on Decenber 31, 2001. The Restructuring
Legi sl ation provides that the anobunts in the tracking accounts
woul d be coll ected over a three-year period in the case of
i nvestor owned utilities, and over a five-year period in the case
of local publicly-owned utilities. Any anount collected from
custoners that exceeds the ambunt a transm ssion owner is allowed
to collect through the new rates would be paid to the appropriate
ot her transm ssion owners.

The Conmi ssion finds that in the context of California s
electric restructuring initiative, the tracking account concept
as proposed by the Restructuring Legislation appears acceptabl e.
The Comm ssi on understands that the tracki ng account concept
outlined in the Restructuring Legislation is an integra
conponent of the conprom se reached anong the vari ous
stakehol ders in the drafting of the Restructuring Legislation.
The tracking account will be inplenented only if the rate
nmet hodol ogy of the | SO Governing Board or the ADR process differs
fromthe Conpanies proposed rate design. 1In either event, al
of the stakehol ders woul d be represented in the process and their
concerns woul d have been fully considered in the derivation of
the 1 SO transm ssion rate.

The tracki ng account nechanismis a nmeans to all ow
sufficient time for the stakeholders to reach a consensus on the
appropriate SO rate design. |If an agreenent is ultimately
reached, the tracking nechanismwll allowthe ultimate SO rate
design, in essence, to becone effective at the tine the | SO
becones operational .

However, the Comm ssion requires clarification regarding
several aspects of the tracking account. First, as discussed
earlier, the Conpanies propose to utilize bal ancing accounts
whi ch woul d, for each transm ssion owner, match the Conm ssion
approved cost of transmssion with the actual revenue intended to
neet those targets, and woul d accrue interest (presunably
pursuant to 18 CF. R 35.19a). The accunul ated over- or under-
coll ections would be anortized over the next succeeding rate
period for each transm ssion owner. The Phase Il filing nust
clarify whether the Conpanies continue to propose to utilize
bal anci ng accounts in conjunction with the Restructuring
Legi slation's tracking account nechanism and, if so, how these
two mechani sns woul d operate together and the proposed duration
of the bal ancing account. Second, it is unclear how and for what
duration refunds or surcharges under these accounts woul d be
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i mposed. Third, the Comm ssion asks the Conpanies to clarify how
t hese proposed tracking nmechanisnms will not result in retroactive
r at emaki ng.

B. Congestion Pricing and Usage Charges.

Several intervenors contend that the Conpani es' congestion
managenent proposal is inconplete. For exanple, CMJA argues that
t he congesti on nmanagenent proposal needs to be viewed in relation
to the 1SO s policies on transm ssion expansion, the access
charge net hodol ogy, the adm nistration of TCCs, and the
congestion crediting nechani sns, which have not been fl eshed out
yet. 140/ Simlarly, Palo Alto argues that the Conpanies
TCC proposal may inply that congestion revenues flow to al
custoners, within and without the congestion zone. Palo Alto
contends that revenues should remain within the congestion zone.

San Franci sco objects to the Conpanies proposal to
desi gnate the San Franci sco area as a congestion zone. San
Franci sco argues that the Conpani es have failed to denonstrate
that the transfer capacity into the San Francisco area will be
constrai ned. San Francisco al so argues that any cost
differential between the city and the area outside the zone is a
cost of systemreliability and not a transm ssion constraint, and
that out of nerit order dispatch necessary to serve San Franci sco
| oad should be treated as an ancillary service, such as spinning
reserve. San Franci sco argues that the proposed usage pricing
rules will not link the cost of providing systemreliability with

| ocational revenues. Instead, San Francisco states, P&E w ||
insulate its market power for generation fromits Hunters Point
and Potrero Units. |In addition, San Franci sco points out that

the application does not address the rel ati onship between the
proposed usage charge and exi sting contract pricing provisions.

Simlarly, Wllie L. Brown, Myor of San Francisco is
concerned that the | ocational congestion price to San Franci sco
ratepayers will be an unacceptabl e surcharge during periods of
hi gher |l oads in San Francisco. Myor Brown asserts that P&E has
an obligation to remedy its past failure to provi de adequate
facilities to avoid the congestion charges. Mayor Brown urges
the Conm ssion and the California Commi ssion to take actions to
ensure that San Francisco citizens do not have to pay
discrimnatory prices for reliable electric service.

SMUD argues that the | SO Governing Board, rather than the
Conpani es, should establish criteria for creating zones. Sone
i ntervenors dispute the Conpani es' use of historical data, which
may not accurately reflect |SO operations, to determ ne zones.
The | SO Users group argues that the zone proposal is inconsistent

140/ See al so, Protests of Southern Gties, ABEWA, and Palo Alto.
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with the Conpanies' narket power studies, in which SoCal Edison
and SD&E cl ai ned such constraints do not exist.

CMUA and Southern G ties support granting the | SO discretion
to define new criteria for zone boundaries. These parties
contend that the 1SO needs flexibility to change criteria and to
operate the congestion managenent protocols. CMJA argues that
t he Conpani es' proposal has two flaws: a) historic data are
insufficient sole basis to determine initial zones; and b) the
nunerical criterion to evaluate zone splits is inappropriate.
Simlarly, Palo Alto fears that the congesti on zone boundary
definitions could significantly affect its costs. It contends
that the filing contains insufficient data or detail on zone
definitions.

The | SO Users Group states that the Comm ssion nust retain
the right to approve the creating of new transm ssion zones. They
note that additional zones would introduce nore pricing
conplexity. 1SO Users Group opposes the proposal to use a sinple
formula to determ ne the need for new zones.

Cal Energy and EPUC are concerned that the usage charge wl |
create rate uncertainty. EPUC opposes use of comodity price
informati on to nmanage transm ssi on congestion, contendi ng that
this informati on should remain secret. EPUC would prefer the
real | ocati on of access over congested interfaces through private
trades.

A nunber of intervenors argue that the pricing proposal
whi ch includes transm ssion access fees plus usage charges, wll
constitute inperm ssible "and" pricing. 141/

The California Comm ssion recommends that the | ocational
mar gi nal costs of |osses and congestion be allocated only to
generators. 142/ The California Conm ssion states that its
recommendation is consistent with its goal that end-users see a
single clearing price.

The California Comm ssion states that charges for congestion
shoul d be assessed only to those generators who are scheduling in
the direction of a constraint. In arelated matter, the
Cal i fornia Conm ssion nmaintains that scheduling coordi nators
failing to maintain their schedul es should be held responsible
for any increased costs (particularly congestion costs) caused by
such deviations. The California Conm ssion recomends that the
application be anended to permt the SO to establish congestion
managenent zones in a shorter timespan.

141/ See, e.g., Protests of SMJID, CMJA, and Southern Cties.

142/ See California Conm ssion Suppl emental Comments at 10-11
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The California Comm ssion recommends that TCCs be unbundl ed
to separately provide for TCCs for congestion and TCCs for
| osses. The California Conmm ssion states that since | osses can
be sel f-provided, unbundling themfromthe congestion TCCs w ||
provide greater flexibility to the market. The California
Conmi ssion also states that all TCC tradi ng shoul d be posted on
the 1SOs QOASIS systemthat the 1 SO be granted nore authority to
devel op nmechani sns to assign and cal cul ate | osses for specific
gener at ors.

In response to the comments of intervenors, the Conpanies
argue that their proposal presents a reasonable and necessary
del i neati on of zones for initial |1SO operations, that the | SO nmay
change these zones (and the criteria for creating zones) if
circunstances dictate, and that the Conpani es used the best
avai |l abl e data which should reflect initial transm ssion |oading
| evel s.

The Conpani es contend that San Francisco has failed to
chal l enge the analysis contained in their application and that if
San Francisco is correct that its zone is not constrained, no
usage charge would result. Moreover, in response to San
Franci sco's contention that the higher costs in their zone is a
reliability cost that should be treated as an ancillary service,
the Conpanies state that the result is the sane. The usage
charges and ancillary services charges would be determned in the
same manner. |In addition, the Conpanies note the California
Conmi ssion's requirement that the PX set a single clearing price,
and state PGRE s intention to pursue neasures to mtigate market
power in that zone.

The Conpani es dispute the SO Users Group's clains that the
zones presune the exi stence of constraints which SD&E and SoCa
Edi son had claimed not to exist in their market power filing.
According to the Conpanies, there is no inconsistency because
SD&E and SoCal Edi son are both located in a single southern zone
whi ch has no constraints. The Conpanies state that they did not
presune constraints to exist, but used historical data set forth
i n Appendi x F of the application.

The Conpani es contend that the rate uncertainty Cal Energy
and EPUC fear will not be significant, since there are only four
zones, three of which are in the northern part of the state.
According to the Conpanies, any rate fluctuations will reflect
the fact that users of the grid nust pay the cost of any
significantly congested interfaces that they use. A so, the
Conpani es note that the Comm ssion permts opportunity cost
pricing, and that grid users may purchase financial contracts,
such as TCCs, to hedge price uncertainty.
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The Conpanies reject the notion that the usage charges, in
conbi nation with the proposed access fees, results in
i mperm ssi ble "and" pricing. According to the Conpanies, "and"
pricing occurs where a conpany collects through its transm ssion
rates both its enbedded revenue requirenent plus increnental
transm ssion costs. The Conpani es assert their proposal differs
from"and" pricing proposals for two reasons: First, the usage
revenues woul d be credited against the transm ssi on access
charge. This, they claim ensures that the transm ssi on owners
wi Il not recover anmpbunts exceeding their revenue requirenents.
Second, the Conpani es assert that the Conm ssion has stated "and"
pricing violates conparability between native and non-native | oad
custoners. The Conpani es point out that their proposal would
apply the sanme pricing rules all grid users, and woul d not
violate conparability.

In response to the California Comm ssion's Suppl emrent a
Conments, the Conpanies state that the margi nal cost of |osses
and congestion will be allocated to scheduling coordinators, and
then to generators and | oads as applicable. The Conpani es al so
state that the ISOw Il have the authority to assign and
cal cul ate | osses for specific generators.

The Conpanies clarify that under their proposal, end-use
custoners will see a single market clearing price, as required by
the California Policy Decision. Specifically, the Conpanies
state that the price for energy could represent an average of the
price paid throughout the individual utility distribution
conpani es.

In response to the California Comm ssion's reconmendati on
that the |1 SO be provided the flexibility to create new congestion
zones in a shorter tine frane than proposed, the Conpanies state
that the | SO would have the authority to nodify the criteria for
establ i shing or reversing boundaries, and that the | SO can create
new zones after the first six nonths of operations. The
Conpani es al so agree with the California Conm ssion that 1SO grid
users that mtigate congestion (counter-flow schedul ers) shoul d
be exenpt from congestion pricing.

The Conpanies clarify that their proposal for TCCs is for
congestion costs al one and does not include the cost of |osses as
part of the TCC. Conpanies state that given the relatively snal
magni t ude of | osses, they do not see a need to define a separate
TCC for |osses.

Inits Cctober 21, 1996 comments, NCPA opposes the
California Conm ssion's recommendation that usage charges be
allocated only to generators. NCPA states that this proposal
will not work without entirely restructuring the bid system
proposed in the PX. Specifically, NCPA argues that if generators
have to bear | oad-end congestion costs in addition to generation-



Docket Nos. EC96-19-000 and ER96-1663- 000 -77-

end congestion costs, "the structure woul d beconme asymetri ca

and woul d have to be rethought fromscratch.” 1In response to the
Cali fornia Conm ssion's suggestion that the |1 SO be afforded nore
flexibility in creating new zones, NCPA states its preference for
nodal pricing, which it believes to be nore economcally
accurate. NCPA supports the California Comm ssion's
recommendati ons that TCCs not be retained by transm ssion
providers, that TCCs for congestion and | osses be unbundl ed, and
that TCCs be posted on the bulletin board.

Azusa and Banni ng respond to the California Comm ssion's
recommendation that tine of use pricing be used by questioning
whet her that would be in addition to transm ssion congestion
pricing. Azusa and Banni ng request that the Comm ssion consider
whet her the transm ssion congestion charges will adequately
reflect the cost consequences of peak use of constrained
transm ssion facilities. Mreover, Azusa and Banni ng contend
that counter-flows during peak periods should be encouraged, not
det erred.

In its Cctober 21 comments, San Franci sco states that the
conments at the Conmi ssion Staff's Septenber 12 and 13 technica
conference confirmed its view that the proposed congestion
criteria are fatally flawed and that the transm ssion congestion
in San Franci sco cannot be mtigated by redi spatch. San
Franci sco urges the Conm ssion to defer consideration of the
congestion criteria, including treatnment of congestion costs and
al | ocation of congestion revenues, delineation of the congestion
zones, and assignnment of TCCs, until the Conpani es provide
additional information in Phase Il. San Franci sco sees no nerit
to the California Comm ssion's recomendation that the |1SO be
given greater latitude in creating new congestion zones or sub
zones, because in its view, the zone structure is inherently
fl aned.

Cal Energy comments that the Restructuring Legislation is
silent regardi ng the Conpani es’ congestion pricing proposal.
Cal Energy restates its position that |ocational marginal pricing
viol ates Comm ssion's Transm ssion Pricing policy. Cal Energy
states that the Conpanies' proposal to credit congestion revenues
to offset transm ssion access charges does not cure this defect.
Therefore, Cal Energy requests that the Conm ssion either reject
t he usage charge proposal or subject the proposal to strict
scrutiny as a market-based rate.

Conm ssi on Response

The Conpani es propose to charge custoners transmtting power
bet ween zones a congesti on-based usage charge reflecting the
congestion-caused difference in spot energy prices in the two
zones. Wen there is no congestion, no usage charge woul d be
| evied. The Conpanies contend that the usage charges will help
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send the proper price signals for the siting of generation and
for the efficient expansion of the transm ssion grid. According
to the Conpanies, if congestion costs exceed the cost of new
transmssion facilities that would alleviate the transm ssion
constraint, there will be an incentive for affected parties to
make an investnment in such facilities.

The proposed congestion usage charge woul d reflect the
econom ¢ cost of using a congested transm ssion path, as |long as
the energy prices reflect conpetitive market forces and are not
mani pul at ed by sellers exercising market power. The Conm ssion
wi Il address the nmarket power question in deciding on the
Conpani es' request for market-based pricing for energy. Thus,

t he Conpani es' proposal to establish sone form of congestion-
based transm ssion usage charges is a positive step towards

al l eviating transm ssion congestion efficiently, and consequently
conports with the Comm ssion's eighth I SO Principle. 143/

However, our acceptance of this proposal is prelimnary. The
Phase Il filing nmust denonstrate that (1) narket power in the
energy nmarket can be adequately mtigated; and (2) the proposal
will not result in "and" pricing.

W are concerned that the Conpani es' proposal to assess a
transm ssi on congesti on usage charge, when conbined with an
enbedded cost access charge, would violate the Conm ssion's
policy prohibiting "and" pricing. 144/ |In the Transm ssion
Pricing Policy Statenent, we stated our opposition to "and"
pricing. Under this policy, custonmers should not be required to
pay prices equal to the sum of enbedded and opportunity costs.
Instead, we permt "or" pricing, whereby prices would be set at a
| evel equal to the higher of enbedded costs or opportunity costs
(capped at increnental expansion costs).

Initially, the Conpani es propose that the |1 SO would rebate
congestion revenues back to the owners of the transm ssion
facilities that are congested. The transm ssion owners woul d use
the rebates as credits to their revenue requirenents and thereby
reduce access charges. The Conpani es' proposal, however, does
not describe the specific method by which individual custoners

143/ Order No. 888 at 31, 372.

144/ See Inquiry Concerning the Comm ssion's Pricing Policy for
Transm ssion Services Provided by Public Wilities Under the
Federal Power Act, Policy Statenent, FERC Stats. & Regs.,
Regs. Preanbles Jan. 1991-July 1996 31,005 at 31, 146
(1994), order on reconsideration. 71 FERC 61,195 (1995).
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woul d receive the benefits of the rebates. 145/ As part of
proposi ng such a mechani sm the Phase Il filing nust ensure that
the proposal to require custoners to pay both an enbedded cost
access charge and a congestion charge that reflects opportunity
costs does not violate our prohibition against "and" pricing.

The Phase Il filing nust al so describe how transm ssion
custoners wil be able to secure firmtransm ssion capacity or
ri ghts between particular recei pt and delivery points.

In addition, the Conpanies propose to establish zones for
t he purpose of assessing congestion usage charges and for
determ ning energy prices as well as a mechani smfor redraw ng
zone boundari es. W accept the proposed zones for purposes of
the 1SO s initial operations. However, the proposal to aggregate
| arge nunbers of buses into zones and to establish zonal energy
prices for generators nay create inefficiencies, if there is
chronic congestion within a zone. |If zones are to be used for
assessi ng congestion charges, they nust be based on accurate
congesti on boundaries. Incorrect boundaries could create wunfair
and inefficient advantages as between the PX and bil ateral
transactions. Wenever there is congestion within a zone,
averaging the energy price will likely put the PX at a
di sadvantage in the | ow cost side of the constraint, since
custoners in a low cost side will want to avoid the PX s above
mar ket prices. Conversely, bilateral deals will be at a
conpetitive disadvantage in the high cost side. 146/ As
experience is gained with the operation of the 1SO and PX, it nmay
be appropriate to reassess zonal boundaries as well as the
Conpani es' proposal for dealing with these issues.

Moreover, the PX s average price will discourage any price-
sensitive custoners in the high cost side of the zone from
reducing their purchases. |If custoners in the high cost side
were charged the actual market clearing price for that side, they

145/ The Conm ssion expects that the proposal will provide
simlar rights to all wheeling custoners, including those
who wheel through or out of the 1SO grid.

146/ For exanpl e, assune generators in the southern side of the
zone are paid 2 cents per kWh while generators in the
northern side of the zone are paid 4 cents. |f custoners
t hroughout the zone are charged the average of the two
prices (3 cents), customers in the south with a choice will
prefer to buy energy frombilateral deals at 2 cents rather
than buying energy fromthe PX at 3 cents. At the sane
time, northern custoners will prefer to buy fromthe PX at 3
cents rather than pay the 4-cent price frombilateral deals.
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woul d face a stronger incentive to reduce their purchases and
conserve on high cost generation.

W find the Conpanies' zonal pricing proposal unclear wth
regard to the prices that buyers would pay for energy fromthe
PX. For exanmple, it is not clear whether, during periods of
transm ssi on congestion, the Conpani es propose that PX buyers in
di fferent zones would pay the sane price or different prices for
energy. On the one hand, the Conpani es’ Market-Based Rates
filing suggests that when transm ssi on congestion exists, PX
buyers in different zones would pay different prices for
energy. 147/ On the other hand, the sanme filing states that
the Conpanies will average the cost of energy anong the custoners
they serve. 148/ The Conpanies state in their comments that
end users served by different conpanies in different zones
throughout California will pay the sane energy price. W are
concerned that the distortions associated with zonal energy
prices may be conpounded to the extent that all custoners
t hroughout California pay the same energy price. Additionally,
in the Phase Il filing, the 1SO should explain in detail, using
exanpl es, how new congestion zones will be created. The filing
shoul d explain the benefits and problens with shortening the tinme
peri od over which the zones can be established. For exanple,
woul d a shorter time period for creating a new congestion zone
reduce the attractiveness or effectiveness of TCCs? |If
congestion zones are elimnated or changed, will the
correspondi ng TCCs be rendered usel ess? Mreover, will the
creation (and renoval ) of congestion zones be subject to gam ng
if certain generators could be advantaged or di sadvantaged by the
rapi d establishrment or dissolution of new zones?

The Conpani es argue that their congestion pricing proposal
will help to relieve transm ssion constraints efficiently. The
Conmi ssion sees two aspects to the issue of relieving
transm ssion constraints. In the short run, before transm ssion
facilities can be expanded, one issue concerns howto relieve
constraints by reducing the demand for the capacity in a way that
effectively all ocates the constrai ned capacity to its nost
efficient uses. As explained above, we are persuaded that
congestion pricing is one way to allocate constrained capacity
efficiently.

A second i ssue concerns whether parties will have an
incentive over the long run to build adequate additiona
transm ssion capacity where warranted to relieve transm ssion
constraints. Under a congestion pricing nechanism sone parties
who recei ve congestion revenues nmay have an incentive to oppose

147/ See PX filing at 47.
148/ See PX filing at 48, fn. 28.
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grid expansions in order to continue receiving congestion
revenue. (O course, where congestion is sufficient to warrant
expansion, there will also be parties who will benefit from
expansion.) The way that congestion revenues are rebated may
affect the incentives of various parties to oppose or support
transm ssi on expansi ons.

To address our concerns that there be adequate incentives to
expand the grid efficiently, the Phase Il filing should explain
exactly how congestion revenues will be rebated and to whom In
addition, the Phase Il filing should address the nerits of
al ternative nmechani snms for rebating congestion revenues,
especially with reference to the incentives they create for
encour agi ng or discouraging efficient expansions.

C Losses

The California Comm ssion urges the Conmm ssion to adopt a
policy that |ocational congestion and | osses be collected solely
fromgenerators, not fromend-users. That way, |oad would see a
single, market-clearing price, as provided in the California
Comm ssi on Deci si on.

The California Comm ssion al so argues that power flow
prograns may not accurately calculate | osses. There is not
i ndi vidual netering, so the prograns proposed to assign | osses to
specific generators may not be accurate. The California
Conmi ssion states that the |1 SO should have the authority to
devel op alternate appropriate nechani sns to assign and cal cul ate
| osses for generators. It nmay have to add netering equi pnent or
cal cul ate average | osses on an hourly basis.

In response, the Conpanies state that their proposal does
not directly involve the generators; rather the 1SOw Il charge
schedul i ng coordinators for |osses attributable to the generators
they represent, and will charge scheduling coordinators for the
congestion attributable to the generators and | oads they
represent. The Conpanies state that the scheduling coordinators
woul d then all ocate these costs to the generators or |oads as
appl i cabl e. The Conpani es argue that end-user custoners woul d
still see a single market-clearing price, because the prices for
energy woul d be averaged.

Conm ssi on Response

The Conmi ssion directs the 1SOto file in Phase Il a
detail ed description of its proposed | oss cal cul ation
net hodol ogy. Specifically, the ISO should explain (using
nuneri cal exanples) howit will determne the |ocation specific,
mar gi nal i npact of each generator on total systemlosses. The
| SO shoul d expl ai n whether this cal cul ati on considers the
| ocation of, and distance to, the | oads served by the individual
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generators. The |1SO should al so reconcile and explain how the
| SO adm nistered | oss charge will work in conjunction with the
mar gi nal | osses factored into the PX determ ned margi na
generator price. For exanple, Section 6.4.3. of the PX
Application states that:

A zone hub price will be cal cul ated based on the | ast

wi nning bid at the bus of the |last w nning nmargi na
generator. The zone hub price will reflect the wi nning
bi dder s price adjusted by its marginal |osses to the
zone hub. [enphasis added]

WIl the marginal |osses referenced in the above section account
only for the transm ssion | osses between the generator and the
point at which it interconnects with the ISOgrid? If so, how
will the transm ssion | osses that occur over the 1SO grid be
taken into account? |In addition, the |ISO should explain howthe
desi gnation of certain generating units as reliability nmust-run
will inpact the loss calculation. Specifically, howwll the
status of those units affect the SO s determ nation of their
mar gi nal i npact on total system| osses?

The | SO shoul d al so explain the use and cal cul ati on of | oad-
based "l oss clusters” 149/, and how t hese | oss
characteristics will be factored into the price of electric
energy.

D. Ancil lary Services

Under the proposal, the | SO woul d provide a range of
ancillary services, which the Conpanies state are consistent with
Order No. 888. The Conpani es propose that system protection,
repl acement reserves, load follow ng (regul ation), energy
i mbal ance, and | oss conpensation ancillary services be priced
through an ancillary services auction at market-based rates. The
Conpani es have al so proposed to secure certain other ancillary
services under long-termcontracts solicited under conpetitive
bids (e.g., black start and reactive power services). The
Conpani es propose to designate certain generating units as

reliability must-run generating units that will provide
necessary support services to the transm ssion systemat cost-
based rates. 150/ To the extent a particular ancillary
servi ce can be unbundl ed, separately netered and controlled, the
Conpani es state that a scheduling coordi nator nmay sel f-provide
that service or may purchase that service froma third party.

149/ 1SO Application at 101.
150/ See, e.g., P&E s market power study at 19.
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Wi | e the Conpani es' proposed list of ancillary services
appear s reasonabl e and consistent with those outlined in O der
No. 888, the Conmpani es have failed to provide a nmarket anal ysis
to support their request for market-based ancillary services
rates. In Order No. 888, the Conm ssion decided to consider
ancillary services rate proposals on a case-by-case basis. W
al so included sone general guidance on ancillary services pricing
principles. Wth respect to pricing these services at narket-
based rates, Order No. 888 states the follow ng:

The fact that we have authorized a utility to sel

whol esal e power at market-based rates does not nean we
have authorized the utility to sell ancillary services
at market - based rates.

In the absence of a denmpbnstration that the seller does
not have market power in such services, rates for
ancillary services should be cost-based and est abl i shed
as price caps, fromwhich transm ssion provi ders nay
offer a discount to reflect cost variations or to match
rates available fromany third party. [151/]

Therefore, the Phase Il filing should define and anal yze
each separate ancillary service narket with respect to the
potential market power of each Conpany. The market power studies
wi Il be necessary especially as they pertain to the designated
congestion zones. Ancillary services not proposed to be subject
to market-based rates, or that are not feasibly provided through
a day-ahead market (i.e., reactive power), should be identified
and a cost-based rate for such a service should be proposed in
the Phase Il filings. This would include generating units
designated as reliability nust-run units and whi ch may have
mar ket power under certain systemoperating conditions.

In addition, the Phase Il filing should address the
feasibility of and operating guidelines for self-providing the
requisite ancillary services. The filing should clearly explain
how such services will be accounted for and verified, and shoul d
explain the extent to which the ISOw Il have control of the
generator providing the service. For exanple, would the | SO have
direct control over any generator that provides an ancillary
service, or would the 1SO have to go through a scheduling
coordinator in order to direct the control of that unit? Wuld
the 1SO directly control a generator in another control area and
woul d the owner of that generator have to supply dynam c
schedul i ng equi prent? The Phase Il filing should al so explain in
detail howthe ISOw Il procure and ensure the provision of
installed reserves, since the provision of this service is not
necessarily consistent with a daily or short-term market auction.

151/ See Order No. 888, 31,036 at 31, 720.
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The Phase Il filing should also include an explicit proposa
designating those units that "nust-run" for reliability reasons.
The proposed |ist should consider all generation technically
capabl e of providing the requisite services, and not be limted
to the Conpani es' generation. Al evaluation criteria should be
clearly outlined and all choices should be clearly and explicitly
expl ai ned.

3. Transm ssi on Expansi on

Conmenters generally contend that the | SO shoul d have
i ncreased responsibilities and authority with respect to
transm ssi on expansion. For exanple, Cal Energy, APPA, Southern
Cties, and San Franci sco reconmend that the | SO shoul d propose,
bui I d and own expansion facilities. Cal Energy argues that the
| SO should be able to build the capacity itself, have binding
authority to direct any transm ssion owner to do it, or del egate
the obligation to an RTGwith such authority. According to
Cal Energy, the proposal to separate transm ssion operations from
pl anni ng and construction of expansion facilities would freeze
the systemin its current status, and woul d add an additi onal
step of 1SOreviewto the already conplicated process.

APPA contends that the Conpani es' proposal expands the
Conpani es’ market power and elimnates future planning, because
expansion facilities would not be built until congestion becones
significant enough to force participants to determne if they
need to pay for the additions rather than congestion
charges. 152/ APPA reconmends all owi ng any participant to
construct and own network upgrades, to include the associated
revenue requirenments in its own contribution to the 1SO and to
spread the costs to all grid users. Alternatively, APPA proposes
that the |1 SO be authorized to construct expansion facilities,
whi ch then could be owned by all |SO nmenbers proportionately.
CMUA recomends t hat expansion be under the direction and
authority of the ISOto limt the exercise of narket power.

Additionally, CMJA argues that the transm ssion owners
obligation to build and their right to own transm ssion nust be
preserved.

CMUA and Southern Gties argue that the proposal to roll-in
costs to the revenue requirenment of the transm ssion owner on
whi ch the expansion is constructed (and to recover such costs
only fromthe expandi ng transm ssion owner's custoners) creates
an incentive to oppose expansion projects. Southern Gties
supports giving the SO authority to require or construct itself
econom cal ly efficient transm ssion expansion facilities. CMJA
supports the Conpani es proposals to use an inpartial body to

152/ See al so, Protests of Southern Gties and CVMUA
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determ ne whether a project is economcally justified and whet her
the project costs should be assigned or rolled in; and to
coordinate with the affected RTGs.

CMUA argues that the test for and obligation surroundi ng
future interconnections to the 1SOgrid is unclear. CMJA fears
that new generation nay be connected that displaces municipal -
owned generation, even after the municipal utility may have paid
for expensive upgrades and other facilities. CMJA disputes the
Conpani es' position that it would violate the principle of
i ndependence for the SO to own or sponsor transm ssion
facilities, stating that the Conpani es assune econom cally
justifiable facilities will be built w thout |SO
i nvol venent. 153/

CEERT states that the Conm ssion should first defer to the
exi sting WRTA RTG process, as provi ded under the Conm ssion's | SO
Principle No. 8. 154/ CEERT proposes that the | SO board
create a standing Planning commttee separate fromthe 1SOitself
to prepare studies or proposals and to provide public outreach in
order to satisfy California environnental and other siting
i ssues. Thus, the I SO should have input into, but not control,

t he expansi on process. Qherw se, the | SO woul d have a
conmercial function requiring regulation. It should be a public
process not controlled by utilities or sub-group of narket
partici pants.

NCPA argues that allow ng the Conpanies to select the
facilities to be constructed woul d enhance their vertical nmarket
power on behal f of their generation or distribution affiliates.

Metropolitan comrents that the transm ssion expansi on
provi sions nust be clarified so that the 1SOs authority for
reliable operation of the transmssion grid is preserved. The
Conmi ssi on shoul d place authority for expansion with the | SO not
with transm ssion owners, since expansion in one |ocation wll
affect the grid el sewhere. Metropolitan is concerned that the
proposed expansi on provisions may conflict with existing
bilateral arrangenents and with the WRTA governi ng agreenent.

M S-R requests clarification and revision of the proposed
transm ssi on system expansi on provisions to ensure reliability
and to protect the interests of both participants and non-
participants. MS R points out that the Comm ssion's | SO
princi pl es encourage coordi nati on between the | SO and the RTG
M S-R believes that this should be required and states that the

153/ Southern Cities support these positions.
154/ Order No. 888 at 31, 732.
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Conpani es need to provide the details how such coordination wll
be acconpl i shed.

The California Comm ssion supports proposals to afford the
| SO authority to plan, build, and collect revenues for
i ncremental transm ssion.

In response, the Conpanies argue that the intervenors
conments are based on m sconceptions of the expansi on proposa
and shoul d be rejected. The Conpani es oppose recommendations to
afford the 1SO authority to propose, build or own system
expansi ons because the 1SOis not a nmarket participant. Al so,
t he Conpani es argue that the types of financial decisions the |ISO
woul d have to nmake woul d be inconsistent with its non-profit
character and woul d conprom se its independence fromthe narket.
The Conpani es al so reject APPA's suggestion that anyone shoul d be
all owed to construct system expansion facilities, because the
transm ssi on owners shoul d engi neer the transm ssion upgrades.

The Conpani es al so dispute the criticismthat transm ssion
owners have little incentive to expand the grid, stating that it
is the market participants who use the 1SO grid that woul d have
such incentives. The Conpanies note that the Conm ssion has
al ready rejected NCPA s argunment that allow ng transm ssion
owers to select the facilities to be built woul d enhance their
mar ket power. Moreover, the Conpanies note that all system
expansions will be coordinated through the | SO or RTG

In response to conments that the | SO and WRTA
responsibilities may conflict, the Conpani es di sagree, noting
that no specific conflicts have been identified. The Conpanies
do not dispute CMJA's statenent that the Conpani es' proposal
shoul d not affect the right of any party to build transm ssion
facilities, or the obligation of the transm ssion owner to build
transm ssion expansions, if requested. The Conpani es state that
existing rights are not disturbed, and the transm ssion owners
retain the obligation to build system upgrades.

Conm ssi on Response

The Conpani es propose that certain principles govern the
expansi on of the transm ssion system For exanple, the
obligation to expand the transm ssion systemwould be with the
transm ssion owner and not with the SO The Conpani es envi si on
t hat expansi on of the systemfor economc reasons will be driven
by the marketplace and that the obligation to expand the
transm ssion systemfor reliability reasons should remain with
t he transm ssion owner.

The Comm ssi on has sone concerns with the Conpani es
proposal. It is the Commi ssion s opinion that the | SO shoul d
play a nore active role in transm ssion expansi on deci sions. As
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the sol e admi nistrator of the transm ssion systemand the entity
responsible for the reliability of the transm ssion grid, the | SO
shoul d have a clear and promnent role in the transm ssion
expansi on process. The Comm ssion notes the Restructuring
Legi sl ation al so contenplates such a role for the 1SO 155/

In the Phase Il filing, the I SO should submt a transm ssion
expansi on process that contenplates a nore active role for itself
in transm ssi on system pl anni ng, regional coordination, and
transm ssi on system expansi on. However, to the extent the 1SO s
role in transm ssion system pl anning and regi onal transm ssion
coordination overlaps with that of WRTA, the Phase Il filing
shoul d explain in detail what responsibilities each entity is
better suited to perform

The Phase Il filing also should include an explanation as to
how non-1 QU proj ect sponsors will be able to secure the necessary
permts and certificates necessary to undertake a transm ssion
expansi on project, subject to state | aw, including how such
entities wll be able to exercise the right of em nent donain.

The Conpani es have requested that the Conm ssion give
deference to state and RTG determ nations regardi ng the need for
certain transm ssi on expansions. W have stated in the past that
we will give appropriate deference to decisions reached by
Conmi ssi on-approved RTGs. To the extent the Phase Il filing
proposes that such organi zati ons oversee the transm ssion
expansi on process, the Conmmi ssion will give deference to such
det er m nati ons.

Finally, while the Conpani es may be correct that their
proposed transm ssi on expansi on process nmay elimnate the need
for Section 211 requests, the Conmm ssion notes that all parties
eligible to seek a Section 211 order will retain their right to
file a Section 211 request with the Comm ssi on.

5. Functions and Qperations

A nunber of intervenors raised concerns over the over-
generation protocols, the treatnment of regulatory nust-take and
reliability must-run generating units, and the provision of

certain ancillary services. 156/ Intervenors al so support
the formati on of the 1SO and PX as separate entities. 157/

155/ Restructuring Legislation at 345-350.
156/ See CEERT Protest at 5-7.

157/ See, e.g., 1SO User Goup Protest at 3, and EPUC Protest at
8-9.
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The California Comm ssion states that charges for congestion
shoul d be assessed only to those generators who are scheduling in
the direction of a constraint. In arelated matter, the
Cal i fornia Conm ssion nmaintains that scheduling coordi nators
failing to maintain their schedul es should be held responsible
for any increased costs (particularly congestion costs) caused by
such unapproved schedul e changes. The California Comm ssion al so
recommends that the application be anended to permt the ISOto
establ i sh, on an ongoi ng basis, congestion nanagenent zones over
a shorter timespan.

The Cties of Anaheim Colton, and Riverside and Azusa and
Banni ng respond that it is unclear what are the increased costs
of scheduling deviations. Wile these parties do not object to a
definition of such costs as the costs the SO incurs to deliver
or absorb the specific nmegawatt hours of the deviation. However,
t hese custoners disagree with a definition that would require the
devi ati ng custoner to cover any increases in the market clearing
price resulting fromthe deviation times the entire vol une of
transactions during the hour of the deviation. This
interpretation would, in their view, bankrupt a small market
participant. Instead, these parties reconmmend either: (a)
requiring the 1SOto establish a m ninmum devi ation band in
absol ute nmegawatt terns; or (b) capping the deviation charge
payabl e by a custonmer at sone rate applicable to the excess over
schedul ed anounts.

The Conpanies agree with the California Comm ssion that
schedul i ng coordi nators should have an obligation to match their
actual dispatch with their schedul es. The Conpani es state that
Schedul i ng Coordinators will be charged or paid for hourly
schedul e changes based on the market conditions at the tine.

Conm ssi on Response

As noted above, the Conpanies agree with the California
Conmi ssi on that scheduling coordinators shoul d have an obligation
to match their actual dispatch with their schedules, and state
that Schedul ing Coordinators will be charged or paid for hourly
schedul e changes based on the market conditions at the tinme. W
bel i eve the Conpani es have adequately addressed the California
Conmi ssion's concerns, and no nodifications are required.

Schedul i ng Protocol s

The Comm ssion realizes that the devel opnent of the
Schedul ing Protocols is a work in progress and nost of the
protocol details have not yet been devel oped. Wile the
information provided in the filing is helpful, the lack of detail
makes it difficult for the Comm ssion to provide guidance at this
time. Once the actual details of the various protocols have been
conpleted and filed in Phase |1, the Commission will be able to
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eval uate the actual procedures of the various entities at that
time.

Schedul i ng Coordi nat ors

The Comm ssion accepts, on an interimbasis, the Conpanies’
proposal to establish rules for scheduling coordinators. To the
extent that scheduling coordinators that aggregate | oads and/or
generation for others own or control facilities used for the
sale for resale of electric energy in interstate conmerce, they
will be jurisdictional. At the direction of the 1SQO scheduling
coordinators will be responsible for coordinating and all ocating
reductions in load as well as altering generation schedul es.
Simlarly, scheduling coordinators will allocate billings anong
their aggregated | oads and rmake paynents to desi gnated generators
and will schedule deliveries to or from other scheduling
coordi nators. Scheduling coordinators will also be responsible
for tracking and settling all internedi ate trades, such as those
wi th power marketers.

Accordingly, the Phase Il filing must include a detail ed
description of the technical and financial requirenments to
qualify as a scheduling coordinator. In particular, the
Conm ssion will need nore detail on all the operational roles
that the scheduling coordinators will performand their
interaction with the SO This detail will be necessary in order

for the Comm ssion to evaluate the applicability of our
regul ations for such entities.
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The Conm ssion orders:

(A) The Conpani es' applications for authorization to
establ i sh an i ndependent system operator and power exchange and
their application to transfer facilities to an i ndependent system

operator are hereby conditionally granted on a prelimnary basis,
as di scussed herein.

(B) The untimely notions to intervene in this proceeding are
her eby grant ed.

(© TANC s notion to strike is hereby deni ed.

(D) SD&E' s notice of withdrawal is conditionally accepted,
as di scussed herein.

(E) The notions to consolidate Docket Nos. EC96-19- 000,
ER96- 1663- 000 and Docket No. EL96-48-000 are deni ed.

(F) The notions to dismss the applications are deni ed.

(G The Conmpani es and the |1 SO shall make their Phase |
filing by March 31, 1997, as di scussed herein.

By the Conm ssion.
( SEAL)

Lois D. Cashell
Secretary.
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Anerican Public Power Association (APPA)

Anerican Wnd Energy Associ ati on (AWEA)

Anoco Energy Trading Corp. and Anoco Production Conpany (Anoco
Ener gy)

Arizona El ectric Power Cooperative, Inc. (AEPCO

Atlantic Richfield Conmpany (Atlantic Richfield)

Bonnevi |l | e Power Adm ni stration (BPA)

Mayor Wllie L. Brown *

Cal Ener gy Conpany ( Cal Ener gy)

California Departnment of CGeneral Services (DGS)

California Departnment of Water Resources (DWR)

California Departnment of Water Resources, Gty and County of San
Franci sco, and the Western Area Power Administration, Sierra
Nevada Regi on (CGovernment Entities)

Cal i fornia Farm Bureau Federati on (Farm Bureau)

California Industrial Users (CU)

California Manufacturers Association and California Large Energy

Consuners Associ ati on ( GV CLECA)

California Municipal Uilities Association (CVMJA)

Public Wilities Comm ssion of California (California Conm ssion)

Cal Resources LLP (Cal Resources)

Center for Energy Efficiency and Renewabl e Technol ogi es ( CEERT)

Chevron U S. A, Inc. (Chevron)

Cties of Anaheim Colton, and R verside, California (Southern
Cties) 2/

i es of Azusa and Banning, California (Azusa and Banni ng) 3/

and County of San Franci sco (San Franci sco)

of Burbank, California (Burbank)

of Eureka (Eureka)*

of A endale, California (d endal e)

of Oxnard, California (Oxnard)*

Palo Alto, California (Palo Alto) 4/

of Pasadena, California (Pasadena)

of Redding, California (Redding)

of Santa Clara, California (Santa O ara) 5/

of Vernon, California (Vernon)
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tion For A Conpetitive Electric Market (CCEM
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1/ An asterisk indicates the filing of comments not acconpanied
by a notion to intervene.

2/ Southern Gties adopt the positions of CMJA

3/ Azusa and Banni ng adopt the positions of CMJA

4/ Palo Alto supports the positions of TANC, NCPA and CMUA

5/ Santa O ara supports the positions of TANC, MS-R and CMJA
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Coalition For A Conpetitive Electric Market, et al. (1SO Users
G oup) 6/

Cogeneration Association of California (CAQ

Conti nental Power Exchange, |nc.

El ectric O earinghouse, Inc. (d earinghouse)

El ectric Generation Association (EGA)

El ectricity Consuners Resource Counsel (ELCON) and Anerican Iron
and Steel Institute (AISI) (collectively, Industrial
Consuners) 7/

El ectricity Producers and Users Coalition (EPUC) 8/

Heart| and Energy Services, Inc. (Heartl and)

Imperial Irrigation District (lnperial)

| ndependent Energy Producers Association (IEP)

Lassen Municipal Wility District (Lassen)

Los Angel es Departnent of Water and Power (Los Angel es)

Metropolitan Water District of Southern California (Metropolitan)

M dAmeri can Energy Conpany (M dAmeri can)

Mock Energy Services (Mck)

Modesto Irrigation District (Mdesto)

M S-R Public Power Agency (MS-R 9/

Nati onal M ning Association, The Center for Energy and Econom c

Devel opnment, and Western Fuel s Association, Inc. (Mning
Associ ati on)

Nati onal Rural Electric Cooperative Association (NRECA)

New York Mercantil e Exchange (NYMEX)

New Yor k Power Pool Menber Systens (NYPP)

Northern California Power Agency (NCPA)

Paci fic Gas Transm ssi on Conpany ( PGT)

Pan- Al berta Gas, Ltd. (Pan-Al berta)

PECO Ener gy Conpany (PECO

Power Fuels, Inc. and Union Pacific Fuels, Inc. (PFlI and UPFI)

Public Service Electric and Gas Conpany (PSE&G

6/ | SO Users Group consists of the Coalition for a Conpetitive
El ectric Market, Myck Energy Services, Agricultural Energy
Consuners Association, Electricity Consuner Resource
Council, and Arerican Iron and Steel Institute .

7/ The Chem cal Manufacturers Associaton originally joined in
I ndustrial Consuners' notion to intervene, but |ater
wi t hdr ew.

8/ EPUC is an ad hoc group representing Armoco Production
Conpany, Anoco Energy Tradi ng Conpany, Atlantic Richfield
Conpany, Cal Resources, LLP, Chevron U S A, Inc.,
Cogeneration Association of California, Mbil Ol
Corporation, Shell Martinez Refining Conpany, Texaco, Inc.,
Unocal Corporation, and Union Pacific Fuels, Inc.

9/ M S-R acts on behalf of Mddesto Irrigation District and the
Cties of Santa dara and Reddi ng, California.



Power net Cor poration (Powernet)

Sacranento Municipal Wility District (SMJD)

Salt River Project Agricultural Inprovenent and Power District
(Salt River)

Shel |l Martinez Refining Conpany (Shell)

Southern California Gas Conpany (SoCal Gas)

Texaco, Inc. (Texaco)

Transm ssi on Agency of Northern California (TANO

Tucson El ectric Power Conpany (Tucson)

Turlock Irrigation District (Turlock) 10/

Union G| Conpany of California DBA UNOCAL (UNOCAL)

United States Departnent of Energy (DCE)

Ut ah Association of |Industrial Energy Users (U EU)

Uilicorp United, Inc. (Wilicorp)

Uility Consumers' Action Network (UCN)

Uility Resource Managenent G oup (URM

Wat son Cogener ati on Conpany (\Watson)

Western Area Power Adm nistration (Wstern)

Western Power G oup, Inc. (WPG or Western Power) * 11/

10/  Turlock generally agrees with CMJA' s positions.

11/ WPG is an owner and operator of qualifying facility
generation assets in California.
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AES Pacific, Inc. (AES)

Anerican Forest & Paper Association (AFPA)
Cal i fornia Cogeneration Council (CCC
California Retailers Association (CRA)
Council of Industrial Boiler Omers (C BO
Dupont Power Marketing, Inc. (Dupont)

New Mexi co I ndustrial Energy Consumers (NM EC)
Nort hern Arapaho Tri be

Paci ficorp

PanEner gy Power Services, Inc. (PanEnergy)
Portl and General El ectric Conpany (PGE)
Toward Utility Normalization (TURN)
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Anerican Public Power Association (APPA)

Anerican Forest & Paper Association

Anerican Wnd Energy Associ ati on (AWEA)

Anoco Energy Tradi ng Conpany and Anoco Production Conpany

Atlantic Richfield Conpany

Bonnevi | | e Power Adm nistration

Cal Energy Conpany, Inc. (Cal Energy)

California Departnment of General Services

California Departnment of Water Resources (DWR)

Cal i fornia Farm Bureau Federation

California Industrial Users

California Manufacturers Association and California Large Energy
Consuners Associ ation (CVA and CLECA)

California Municipal Uilities Association (CVMJA)

Cal Resources LLP

Chevron U. S. A Inc.

Coalition for a Conpetitive Electric Market, et al. (1SO Users
G oup) 1/

Cties of Anaheim Colton and Riverside, California (Southern
Cties) 2/

Cties of Azusa and Banning, California (Azusa and Banni ng) 3/

j of dendale, California

of Palo Alto, California (Palo Alto) 4/

of Pasadena, California

and County of San Franci sco (San Franci sco)

of Santa Cara, California (Santa O ara) 5/

of Vernon, California (Vernon)

Coalition of California Uility Enpl oyees

Cogeneration Association of California (Cogeneration Coalition)

Conti nental Power Exchange, |nc.

Energy Users and Producers Coalition (EPUC)

CGovernnental Entities 6/

000000
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1/ The |1 SO Users Group consists of the Coalition for a
Conpetitive Electric Market, Mck Energy Services,
Agricul tural Energy Consuners Association, Electricity
Consuners Resource Council, and American Iron and Steel
Institute.

2/ Southern Gties adopt the positions of CMJA

3/ Azusa and Banni ng adopt the positions of CMJA

4/ Palo Alto supports the positions of TANC, NCPA and CMUA

5/ Santa O ara supports the positions of TANC, M S-R and CMJA

6/ Governnental Entities are DAWR San Franci sco, and Western
Area Power Adm nistration, Sierra Nevada Regi on.



Heart| and Energy Services, |nc.

Imperial Irrigation District

I ndustrial Consuners 7/

Lassen Municipal Wility District

Los Angel es Departnent of Water and Power (LADWP)

Marron, Reid & Sheehy, L.L.P.

Metropolitan Water District of Southern California (Metropolitan)

M S-R Public Power Agency (MS-R 8/

Mock Energy Services, LP

Modesto Irrigation District (Mdesto)

National Rural Electric Cooperative Association

New York Mercantile Exchange

New Yor k Power Pool

Northern California Power Agency (NCPA)

Paci fic Gas Transm ssi on Conpany

Pan- Al berta Gas Ltd.

PECO Ener gy Conpany

Power Fuels, Inc. and Union Pacific Fuels, Inc.

Public Wilities Comm ssion of the State of California
(California Conmm ssion)

Sacranento Municipal Wility District (SMJD)

Salt River Project Agricultural Inprovenent and Power District
(Salt River)

Shell Martinez Refining Conpany

Southern California Gas Conpany (SoCal Gas)

Texaco Inc.

Transm ssi on Agency of Northern California (TANO

Tucson El ectric Power Conpany

Turlock Irrigation District (Turlock) 9/

Union G| Conpany of California

United States Departnent of Energy

UtiliCorp United Inc.

Uility Resource Managenent G oup

Western Power G oup (Western Power) 10/

7/ I ndustrial Consumers are Electricity Consuners Resource
Council and Anerican Iron and Steel Institute.

8/ M S-R acts on behalf of Mbddesto Irrigation District and the
Cties of Santa dara and Reddi ng, California.

9/ Turl ock generally agrees with CMJA' s positions.

10/ Western Power is an owner and operator of qualifying
facility generation assets in California.
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AES Pacific, Inc.

Cal i fornia Cogeneration Counci l

Center for Energy Efficiency and Renewabl e Technol ogi es
Counci| of Industrial Boiler Oaners

New Energy Ventures, Inc.

New Mexi co I ndustrial Energy Consuners

Toward Uility Rate Nornalization

Uility Consumers Action Network

Wat son Cogener ati on Conpany (\Watson)



